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—and go-ahead employers see that staff do eat regularly 
and well. The little extra effort is repaid in many ways — 

in greater alertness, better resistance to stress and strain, 
increased efficiency during the afternoon, and reduced 
sickness and absenteeism. 

Ten thousand concerns throughout the country now use the 
national Luncheon Voucher Service, and so ensure that 
their staffs eat well to work well. In the interests of your staff 
welfare and better business... 

e Y find out about Luncheon Vouchers. 
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A Financial Notebook 





Acrimony at Accra 


TuE Commonwealth finance minis- 
ters who gathered at Accra last 
month for their regular pre-Fund 
meeting seized the opportunity of 
leaving the world in general (and 
their own electors and the Tory 
backbenchers in particular) in no 
doubt of their deep anxiety about 
the repercussions of Britain’s de- 
cision to negotiate with the Common 
Market. The Common Market 
dominated Accra to the exclusion 
of almost everything else—though 
Mr Holt of Australia was able to 
express his Government’s concern 
at the Chancellor’s call for UK com- 
panies operating overseas to re- 
patriate a higher proportion of profits. 
Predictably, the most vigorous attack 
on Britain’s decision to negotiate 
was launched by Mr Donald Fleming 
of Canada. Less expectedly, in the 
general debate and in the drafting of 
the final communiqué Britain found 
itself completely isolated. The com- 
muniqué, which was a triumph for 
Mr Fleming, stated flatly that if 
Britain were to enter the Common 
Market its relationship with the 
Commonwealth “ might be so im- 
perilled as to weaken the cohesion 
of the Commonwealth as a whole 
and thus reduce its effectiveness as 
a world instrument for understand- 
ing, prosperity and peace”. The 
Commonwealth had certainly made 
its point. 

Doubtless, the sentiments ex- 
pressed at Accra have embarrassed 
the Government. But the Common- 
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wealth countries themselves offered 
no alternative to Britain’s entry into 
Europe: they were, understandably, 
alarmed at the possibility of losing 
their free access to Britain’s market 
but, perhaps equally understandably, 
were not prepared to offer any corre- 
sponding privileges for Britain’s 
manufactures in their own markets. 
The acrimony at Accra might have 
been avoided if the Government had 
been less apologetic in presenting 
Britain’s case and had frankly ad- 
mitted, to use Mr Fleming’s words, 
that there was no conceivable solu- 
tion in Europe that would not alter 
the Commonwealth trade relation- 
ship. That, surely, is indisputable 
—but it certainly does not follow 
that in the long run the Common- 
wealth would lose from such an 
alteration or that the present trade 
relationship would remain unaltered 
if Britain were to stay outside 
Europe. 


Output at New Peak 


The latest batch of domestic 
economic indicators, most of which 
relate to the period immediately 
before the Chancellor’s measures, 
show that the economy had by then 
mounted to a new peak of activity; 
they tend to confirm the official view 
that the pressure of demand against 
resources was rather stronger than 
some outside observers had assumed. 
The index of industrial output, 
seasonally corrected, rose in July to 
the high point of 125 (1954 = 100), 
and the figure for June has been 














revised from 123 to 124. Thanks to 
this and one other revision the third 
quarter average of 123 shows an 
increase of almost 2 per cent on the 
plateau sustained through each of 
the preceding four quarters, whilst 
the July figure is 14 per cent higher 
still. This increase occurred in spite 
of a further decline in the rate of 
stock-building; additions to manu- 
facturers’ and distributors’ stocks in 
the second quarter, seasonally ad- 
justed and valued at constant (1954) 
prices, totalled {£55 millions, com- 
pared with {70 millions in the first 
quarter and between £145 and £160 
millions in each of the three quarters 
before that. 


Both fixed investment and con- 
sumption reached new peaks during 
the quarter. Fixed investment, 
seasonally adjusted, expanded in real 
terms by 5 per cent beyond the 
level of the first quarter, to 10 per 
cent above that for 1960; outlays 
by manufacturing industry expanded 
over the year by some 27 per cent, 
but those of the service and distri- 
butive trades declined slightly. Retail 
sales, the seasonally-adjusted value 
of which had jumped from their 
second quarter index peak of 115 
to 117 in July (1957 = 100), mainly 
it was thought because of buying in 
anticipation of the Chancellor’s tax 
increases, unexpectedly maintained 
this level in August. But retail 
prices were increased in August by 
those very tax increases, so that the 
volume of sales must have been 
somewhat smaller. 


The hire-purchase statistics for 
July paralleled those for retail trade, 
the outstanding HP debt rising £11 
millions during the month to the 
new peak of £968 millions; but in 
August, to judge from the figures 
of HP sales of vehicles, there was a 
sharp downturn. Other indications 
that activity may now be levelling 
off again come from the steel and 
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automobile industries, both of which 
experienced a more than seasonal 
dip in August. Forward estimates 
of investment outlays, framed just 
before the Chancellor’s measures, 
put those of manufacturing industry 
for 1961 as a whole at 21 per cent 
above 1960 (compared with 30 per 
cent estimated last January) and 
those of other industries and ser- 
vices at about the same as in 1960; 
for 1962 manufacturing investment 
is expected to show a slight decline 
and other investment a slightly 
larger rise. 


Sterling in Demand 


Strong demand for sterling in the 
opening, days of last month carried 
the rate on New York to $2.81}; 
though there was some relapse 
later—particularly in the days imme- 
diately after the ‘Trades Union 
Congress had emphatically pro- 
claimed its opposition to the Chan- 
cellor’s wages pause—the losses were 
soon made good. To a large ex- 
tent, admittedly, demand stemmed 
from the unwinding of previous 
bear positions (significantly, many 
of the forward sales of sterling 
arranged after the revaluation of the 
D-mark last March, and renewed in 
June, reached maturity in the first 
week of September) and the re- 
building of working balances in 
London. But there were signs that 
it owed something also to a con- 
tinuing improvement in the under- 
lying balance of payments. 

Encouragingly, the trade return 
for August indicated that Britain’s 
exports had at last raised themselves 
from the plateau on which they had 
bedded down since the beginning of 
the year. Seasonally-adjusted, they 
totalled £324 millions compared 
with £307 millions in July and a 
second quarter average of £306 
millions. Imports totalled £361 
millions compared with £354 mil- 
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lions in July and £362 millions in 
the second quarter. Thus, allowing 
for re-exports of £15 millions, the 
trade gap shrank to {22 millions, 
barely half the monthly deficit re- 
corded in the second quarter. Even 
with the sharp deterioration in 
Britain’s invisible earnings in recent 
years a crude trade gap of this size 
almost certainly means that Britain’s 
current payments are out of the red. 


The continuing improvement in 
Britain’s trade balance doubtless 
contributed to the sharp turn in the 
tide of international payments in 
London’s favour revealed in the gold 
return for August. Excluding the 
special payments and credits con- 
nected with Britain’s drawing of 
£518 millions from the IMF (the 
remaining {17 millions was expec- 
ted to be drawn in September) and 
its repayment of some £200 millions 
to Basle creditors, the central reserves 
rose by about £51 millions ($143 
millions) in August. The true rise, 
however, may have been slightly 
less than this since Britain received 
{27 millions from France in final 
repayment of old EPU debts, part 
of which, however, was paid from 
funds previously accumulated in 
London. On the other hand Britain 
paid out £10 millions in the month 
in settlement of its own EPU debts. 


Bill Rate Eases 


When all these special payments 
and receipts have been taken into 
account it remains plain that the 
raising of Bank rate to 7 per cent at 
end-July and the other measures 
then taken to strengthen sterling 
have decisively reversed the flow of 
funds from London. The signs of 
a continuing reflux of foreign funds 
last month led the City to hope 
that the present phase of very dear 
money would be short-lived. These 
hopes were not encouraged by the 
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Bank, which held the discount houses 
on a tight rein. None the less, the 
Treasury bill rate eased, and at the 
tender on September 22 reached 
£6 10s 64d per cent, a fall of more 
than 4s from the peak of £6 14s 84d 
touched on August 11. 


London Balances Fall 


The figures of overseas sterling 
holdings at end-June, published last 
month, give only a partial indication 
of the true flight of funds from 
London in the second quarter of the 
year. The holdings of overseas 
sterling countries—swollen by draw- 
ings on the IMF, but also probably 
by a real improvement in the 
payments balances of some coun- 
tries—rose by £161 millions in the 
three months, to £2,604 millions. 
The holdings of North America 
dropped by £29 millions to £114 
millions; those of Latin America 
by £13 millions to £35 millions; 
those of Western Europe by £85 
millions to £662 millions, and those 
of other non-sterling countries by 
£48 millions to £290 millions. Total 
sterling holdings by the non-sterling 
world thus fell by £175 millions. 
The figures for Western Europe, 
however, almost certainly consider- 
ably understate the true reduction 
in London balances, since the with- 
drawal of private funds in the period 
was offset to a substantial extent by 
the temporary accumulation of ofh- 
cial balances under the Basle agree- 
ment. 


Towards External Balance 


The improvement in Britain’s ex- 
ternal current account in the second 
quarter of the year reached the best 
expectations. Preliminary estimates 
in the quarterly official series put 
the ‘“‘identified’”’ current-account 
deficit at its smallest since the 
plunge into the red began at the 
end of 1959. It is estimated at £15 














millions, compared with £68 mil- 
lions (revised from £56 millions) in 
the preceding quarter, and £109 
millions in the fourth, £136 millions 
in the third and £50 millions in the 
second quarters of 1960. The im- 
provement over the quarter was 
attributable in almost equal measure 
to a reduction in imports and to a 
mainly seasonal increase in net re- 
ceipts from non-Governmental in- 
visibles, but the improvement by 
comparison with the second quarter 
of last year was almost wholly due 
to an increase in exports (from £942 
to £981 millions, reducing the visible 
gap to only £40 millions). 

This improvement on _ current 
transactions was much more than 
offset, however, by an increase in 
the strain imposed by the long-term 
capital account (not to mention that 
from the short-term account in that 
particular period). ‘The exceptional 
net inflow on private long-term 
capital account shown in the two 
preceding quarters (partly reflecting 
the special Ford transaction) gave 
place to a net outflow of no less than 
£83 millions, compared with {£63 
millions (itself an unusually large out- 
flow) in the corresponding period 
last year. ‘The quarter’s deficit on 
current and long-term capital ac- 
counts combined was {£86 millions, 
and would have been 50 per cent 
larger than that had it not been for 
the large net repayment of govern- 
mental indebtedness by Germany. 


The Squeeze Begins 


The first of the quarterly analyses 
of bank advances made since the 
Chancellor’s directive shows, as ex- 
pected, a marked deceleration in 
lending, but as the return was com- 
piled only a few weeks after the 
Chancellor acted, the change must 
be attributed mainly to the tighten- 
ing up of lending practice that was 
already in train. In the three months 
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to August aggregate advances in 
Great Britain by all members of the 
British Bankers’ Association rose by 
£31 millions; this carried the total to 
the all-time peak of £3,917 millions, 
but the rise was the smallest since 
the first quarter of the Thorneycroft 
squeeze in 1957-58 and contrasted 
with rises of £169 millions and £147 
millions in the two preceding quar- 
ters and {59 millions in the corre- 
sponding quarter last year. As will 
be seen from the detailed compari- 
sons shown on page 717, £134 
millions of the increase was attri- 
butable to demands from the public 
utilities. Moreover, as the monthly 
figures had foreshadowed, the clear- 
ing banks’ advances were only frac- 
tionally increased on balance between 
May and August, whereas those of 
non-clearing banks rose by £27 
millions (or 5 per cent). 

Apart from the public utilities, 
the quarter’s biggest increase among 
the several categories of borrowers 
was that of the massive engineering 
group, which now accounts for one- 
eighth of all advances, and absorbed 
an additional {13 millions (at £490 
millions). | Proportionately larger 
demands were made, however, by 
the hire-purchase finance houses (up 
£114 millions at the new peak of 
£158 millions) and by the “ other 
financial’ group (up {£123 millions). 
Largest among the declines were the 
probably mainly seasonal reductions 
of £17 millions by retailers and {11 
millions by food, drink and tobacco 
trades. Significantly, there was a 
tiny decline in the personal and pro- 
fessional group—the first time since 
November, 1957, that this has failed 
to expand. 


National into Line 
The National Bank has decided to 
come into line with the other 


clearing banks by eliminating the 
unpaid liability of £4 on its £5 




















ordinary shares. All the marketed 
equities of the clearing banks will 
thus now be eligible as_ trustee 
securities under the recent legisla- 
tion. The elimination of the unpaid 
liability will reduce the National’s 
authorized capital to 1,500,000 fully- 
paid {1 shares; it is proposed, 
however, to restore the total to 
{7,500,000 by creating 6,000,000 
new {1 shares. These for the 
moment will remain unissued, but 
the Board foreshadowed a rights 
issue when the market was suitable. 

The Chartered Bank is to raise 
{2.2 millions by a one-for-five rights 
issue at 40s. 


Light on Local Funds 


A further landmark in the post- 
Radclifhan drive to chart the flows 
of funds through Britain’s economy 
was passed last month with the 
publication, in Economic Trends, of 
statistics of holdings of financial 
assets by local authorities and their 
pension funds. An official inquiry, 
promised by the Chancellor of the 
Exchequer last November, revealed 
that the funds of UK local authori- 
ties totalled £550 millions at end- 
1960 and that more than half of 
these (£288 millions) were invested 





in mortgages and other loans for 
housing; the cash holdings of the 
authorities totalled £63 millions and 
their holdings of Government secu- 
rities (mainly medium and long- 
term) £78 millions. The holdings 
of UK local authority pension and 
superannuation funds amounted to 
£563 millions at end-December last 
of which some {265 millions repre- 
sented internal advances to the 
parent authority; cash balances 
totalled £7 millions and Government 
securities (mainly long-term) £188 
millions. These end-year figures 
will be supplemented shortly by a 
quarterly return showing the new 
borrowings of the authorities, their 
transactions in financial assets and 
their revenue surpluses. 


Latest Clearing Bank Figures 


Several readers have lately drawn 
attention to the risk of confusion 
sometimes inherent in our treatment 
in these notes of the clearing banks’ 
monthly make-up figures—since our 
comment on the latest avarlable 
figures now frequently appears in 
juxtaposition with the detailed tabu- 
lar analysis of and supplementary 
comment on the previous month’s 
figures. We have always much re- 
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gretted this, but have thought it 
better to run the risk than to abandon 
our aim of presenting the latest 
possible information as well as full 
analysis of this leading series of 
banking statistics. The difficulty 
arises from the fact that when, to- 
wards the end of each month, the 
combined make-up statement is re- 
leased to the press by the Clearing 
House (which now insists on an 
eight-day interval after the make-up, 
and expects the several banks to 
hold back their individual statements 


August 16, Change on 
1961 Month Year 
{mn {mn {mn 
Deposits .. 7436.5 -86.8 +215.1 
“Net”? Dep* 6947.3 -90.9 +187.1 
Liquid Zot 
Assets 2449.7 (32.9) -22.7 +183.8 
Cash .. 616.6 (8.3) - 3.8 + 31.6 
Call money 579.0 (7.8) - 1.3 + 32.4 
Treas bills.. 974.1 (13.1) -42.5 - 26.9 
Other bills... 280.0 (3.8) +24.8 +146.6 
Special Dep 185.1 (2.5) +38.0 + 42.5 


«<é Risk 33 

Assets 4624.1 (62.2) -99.9 - 4.6 
Investments 1047.1 (14.1) - 1.8 -270.1 
Advances .. 3577.0 (48.1) -—98.1 +265.5 


State Bds 74.8 25.4 29 
3502.2 -101.6 +259.6 
All other { 3370.31 -107.3 +244.5 


* Excluding items in course of collection 
and transit items. 

+ Ratio of assets to gross deposits. 

} Excluding items in transit. 


correspondingly), there is usually 
just time for us to comment on it 
briefly (and occasionally fully) in 
these notes but not enough time for 
the printing of a new table of de- 
tailed comparisons. These com- 
parisons, together with any more 
reflective comment, therefore have 
to appear after a month’s lag if they 
are to appear at all. The salient 
totals and ratios from the latest avail- 
able make-up statement are always 
given, however, in the first table of 
our Financial Statistics feature (see 
page 714). 

A further complication arises from 
the fluctuation of the make-up date. 
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Last month, the third Wednesday 
fell almost as late as possible (i.e. on 
September 20), and the release date 
was the penultimate day of the month 
—too late to permit of any comment 
in these notes. It is hoped, however, 
to include the principal figures in 
the table on page 714. In August, 
by contrast, the make-up occurred 
almost as early as possible so that, 
exceptionally, we were able to com- 
ment fully—but still could not pre- 
sent the detailed table. We print it 
now, for the record. The salient 
movement, it will be recalled, was 
the sharp contraction, by £104 mil- 
lions, in net advances—a turnround 
that largely explains the flattening 
of the curve shown by the quarterly 
advances figures discussed in an 
earlier note this month. 


Credit for Exports 


A company to establish an export 
credit scheme, the Exports Refinance 
Corporation, has been formed by 
S. Japhet & Co, the Hongkong and 
Shanghai Banking Corporation and 
National and Grindlays Bank. It 
will provide credit to small and 
medium-sized exporters against 
ECGD guarantee. Initially the 
repayment period will be limited to 
five years; the company will not, 
therefore, compete directly with the 
consortium set up earlier this year 
by Lazards, which grants credits in 
the 7-12 years range. 


New Leasing Company 


A new Anglo-American company, 
Equipment Leasing, was formed at 
the end of August to lease capital 
equipment to industry. Three City 
institutions are backing the venture— 
Hambros Bank, Phoenix Assurance 
and Cable and Wireless (Holding)— 
together with Lease Plan _Inter- 
national of New York, which will 
hold about 25 per cent of the com- 


pany’s equity. 

















New Thinking at 
the Fund 


OR one moment on the eve of the International Monetary Fund 

meeting it seemed that this year’s choice of venue might prove 

distressingly appropriate: for of all great cities post-imperial Vienna 

is the most adamant in refusing to come to terms with the realities 
of the present. If by the end of the meeting this fear had been dispelled 
the reason lies less in the actual progress made at Vienna in bridging the 
gap between the Anglo-American and the Franco-Dutch approaches to 
the problems of international credit than in the encouraging evidence that 
some very hard thinking has been going on inside the Fund itself about 
its future evolution. 

Conveniently, the unseasonableness of this year’s exchange crisis per- 
mitted the world’s finance ministers and central bankers to concentrate 
attention last month on the issues before them unharassed by short-term 
speculations about parities. By the time the governors assembled in Vienna 
the three major trends that had threatened to strain world finances this 
autumn had been arrested or reversed. In sharp contrast with the first 
half of the year, Germany was losing gold and Britain regaining it, and 
though this sudden reversal owed much to movements of short-term funds 
it appeared also to reflect a tendency towards equilibrium in the basic 
balances of payments of the two countries; moreover, the contraction in 
America’s overall deficit, which had threatened to dry up the principal 
source from which the world had drawn its additional reserves in the past 
ten years, had been arrested by the upsurge in imports that accompanied 
the US economy’s vigorous recovery from recession. Happily, the signs 
of an improving balance in world payments were not allowed to deflect 
the Fund’s managers from pressing for new powers. despite the rumblings 
of opposition that had been audible before the meeting and that were to 
be voiced publicly during it. The tumultuous events of the past twelve 
months, in which the two major currencies of the world had successively 
come under pressure, had shattered the complacency that had marked last 
year’s meeting in Washington. The mood at Vienna, appropriately, was 
one of sober realism. 

Inevitably after a year in which a record $2,500 millions had been drawn 
from the Fund and a further $1,000 millions committed under standby 
arrangements, the main task at Vienna was to agree some method of 
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replenishing the Fund’s resources. As expected, Dr Jacobsson declined 
to call for a further all-round increase in quotas but pressed instead for 
the arrangement of credit lines to the Fund in each of the principal cur- 
rencies. ‘These, he claimed, could be most readily established under 
Article VII of the Fund Agreement, which empowers the IMF to borrow 
a particular currency when it finds that a general scarcity of it is developing. 
Such a selective approach is a natural corollary to the Fund’s recent policy, 
facilitated by the move of the leading European currencies to formal con- 
vertibility last February, of concentrating drawings on the currencies of 
countries in overall surplus in their external payments. In particular, 
drawings have been concentrated on the D-mark and the lira; the dollar 
accounted for only one-third of the past year’s drawings. As a result, 
the Fund’s holdings of these “surplus” currencies have been heavily 
depleted and the continuation of its policy thus depends on the provision 
of further supplies. Germany and Italy, for their part, agreed at Vienna 
to hold bilateral discussions with the Furid about putting up additional 
amounts of their currencies. But it was to the new standby credit lines 
that Dr Jacobsson looked for the principal source of replenishment. 

Such credit lines would, in particular, enable the IMF swiftly to cushion 
the impact of tidal movements of short-term funds from one centre to 
another. ‘These movements, as the past year has clearly shown, can be 
extremely disruptive. Necessarily, the Fund no longer considers itself 
inhibited by Article VI from using its resources to offset capital transfers: 
the executive directors who recently examined that enigmatic article con- 
cluded (with an ingenuity worthy of the medieval schoolmen) that if a 
country facing an outflow of capital were to turn to the Fund for assistance 
the Fund should apply its normal test, assuring itself that ‘‘ appropriate 
measures were being taken, so that the disequilibrating capital outflow 
would be arrested and the assistance provided by the Fund would be repaid 
within a maximum period of three to five years”. The new borrowing 
rights sought by the Fund are plainly regarded first and foremost as a 
means of neutralizing sudden shifts of mobile funds—and thus of streng- 
thening the present gold-exchange standard at its most vulnerable point. 


What Safeguards for Lenders ? 


The need for such a cushion is universally recognized. It was asserted 
strongly by Dr Jacobsson in his opening address: 

. . . liquid resources owned by business firms and banks can now with little or 

no difficulty be shifted from one country to another. There is indeed no lack 

of international liquidity in private hands, but for this very reason it is important 


that there should be adequate resources in official hands to meet the possible 
impact of international movements of private funds. 


No delegate questioned this assertion, or Dr Jacobsson’s warning that 
‘“in the circumstances I cannot conclude that the composition and size of 
the Fund’s resources are adequate to support a healthy international 
financial structure without further strengthening’. But the practical difh- 
culties of drawing any precise line between current and capital account and 
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between flows of short-term and long-term capital heightened Continental 
suspicions that the proposed new borrowing powers might in practice 
become the means of allowing Britain and America to escape (for a time) 
the consequences of their own inflations or to shift on to other shoulders 
part of the burden of their aid programmes. ‘To guard against any such 
abuses the French and the Dutch delegates insisted that the countries 
providing credit lines to the Fund should reserve the right to decide in 
each individual case whether or not they might be utilized. This insistence 
that, in the words of M. Baumgartner, ‘‘ each country should remain judge 
of the advisability of the use of its own currency’”’ would deprive the 
credit lines of the automaticity that is essential if they are to play the 
stabilizing réle assigned to them by the Fund. The long negotiations 
behind closed doors at Vienna were concerned almost exclusively with 
achieving some formula that would be acceptable to both sides. The 
progress made in these intricate negotiations may perhaps be measured 
in the conspicuous omission of the term “ veto”’ (which had been freely 
used before the meeting) from any of the public speeches and its replace- 
ment by the woollier but less menacing “ safeguards’’. On this basis, 
when the delegates finally left the Hofburg Palace they could report agree- 
ment “in principle’; but plainly there will be much room for controversy 
when the executive directors, on their return to Washington, begin to work 
out the details of the new scheme. 

In Vienna the details were left very much in the air. Even on the crucial 
question of each individual country’s commitment formal discussion was 
avoided. Behind the scenes a total of $5,000-$6,000 millions was set to 
the new credit lines— $2,000 millions from the United States, $750 millions 
from Britain and $2,500 millions from the Common Market countries, 
with Sweden, Japan and Austria as possible additional contributors. These 
ceilings, however, may be subject of much hard bargaining in Washington; 
so may the agreement on the maximum term for such credits and the 
interest that the Fund should pay on any drawings on them. But the 
main bargaining undoubtedly will again concern the “ safeguards ”’ to be 
given to lenders. ‘Throughout the Vienna meeting Dr Jacobsson was at 
pains to allay the doubts of the countries whose currencies might be called 
up. He stressed that there would be no lowering of the standards that 
the Fund applied in deciding the credit-worthiness of applicants. (In 
this respect the tone at the IMF meeting contrasted with that at the World 
Bank meeting, where Mr Eugene Black told delegates bluntly that, because 
of the increasing burden of debt service on the balances of payments of 
many of the underdeveloped countries, capital would in future have to be 
provided on much softer terms.) Moreover, Dr Jacobsson emphasized 
that the Fund would not borrow from any member country “ unless the 
country’s payments and reserve position permitted this” and that “ any 
member that had lent its currency to the Fund would readily be able to 
obtain repayment if its own payments position changed’. 'To judge from 
the speeches of M. Baumgartner of France and Dr Holtrop of the Nether- 
lands, these assurances did not allay all doubts. The key question to 
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be decided at Washington is the significance to be attached to the require- 
ment of Article VII that a member must be fully consulted before its 
currency is borrowed and that it “‘ shall be under no obligation to make 
. .. loans to the Fund or to approve the borrowing of its currency by the 
Fund from any other source”’. In practice, of course, the Fund never 
mobilizes its present holdings of any currency without consulting the 
country concerned: and though, strictly, this is merely a courtesy it can, 
as the recent UK operation demonstrated, have some practical conse- 
quences. Clearly, the consultation before any drawing is made on one of 
the proposed credit lines will be something more than a courtesy. But 
it is greatly to be hoped that in their insistence on adequate safeguards 
the French and the Dutch will not demand the right for each lender 
individually to examine each specific case before deciding whether or not 
its currency may be drawn. This demand would seriously weaken the 
Fund. Even a collective review, conducted, for example, within the 
OECD, would reduce the Fund’s influence: for in the last analysis safe- 
guards are required not against default (any borrowings by the Fund would, 
of course, carry a gold guarantee) but against the possibility of ill-judged 
lending by the Fund’s managers. 

It is hoped that the executive directors will be able to agree an acceptable 
plan before the end of the year and that the national governments con- 
cerned will be able to secure the necessary legislative action by mid-1962. 
If all goes well, therefore, the IMF should by next summer be equipped 
to deal effectively with the sort of speculative movements of short-term 
funds that have brought both the dollar and sterling under pressure in 
the past year. In essence, the new standby credit lines would be similar 
to those hastily arranged by European central bankers at Basle in the panic 
that followed Germany’s revaluation last spring. Like the Basle credits 
they would enable a country experiencing a flight of short-term funds to 
borrow reserves from countries experiencing an inflow of funds. Under 
the Basle agreement a reduction in a country’s short-term private liabilities 
was balanced by an increase in its debt to a European central bank; under 
the new scheme a reduction in private liabilities would be balanced by an 
increase in the country’s debt to the IMF, which would obtain the necessary 
resources by drawing on its credit line with the country or countries 
experiencing an inflow of funds. Plainly, a network of such standby 
credits extended by all the major countries would provide a neat and effec- 
tive means of neutralizing disruptive capital flows—since if all the major 
financial centres are included the loss of funds by one centre must be 
matched by gains in others. In this respect the new scheme would be a 
substantial improvement on Basle because the United States would be 
included; on the other hand, unless special arrangements can be made, 
Switzerland, the most attractive haven for hot money in times of trouble, 
would lie outside the system because it is not a member of the IMF. The 
new credits would also differ from those extended by the Basle bankers in 
that their term would, presumably, be longer; leastways, on the outline of 
the scheme given at Vienna, a country would not expect to have its loan to 
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the Fund repaid in less than, say, three years unless the tide of payments 
turned against it—in which case either the Fund should be able to borrow 
from other members or the country originally experiencing the drain on 
reserves should be able to repay its debt to the Fund. 

In practice, of course, the mere existence of the standby credit lines should 
tend to make their use unnecessary. The assurance of adequate resources 
to repulse any speculative attack on a currency should in itself deter such 
an attack. The credits, moreover, would be only one aspect of much 
closer and continuous co-operation among the monetary authorities of the 
major countries and the Fund itself. Superficially, this co-operation may 
impose some limitation on the freedom of those countries to use interest 
rates as a weapon of domestic policy. But the basic requirement, as Herr 
Blessing of the Bundesbank stressed particularly strongly, is that each 
country should pursue the policies necessary to bring its external balance 
of current and long-term capital transactions into equilibrium. No scheme 
for international credits can avail for long if there is a serious imbalance 
in world payments. The correction of such an imbalance is the first 
requirement for the successful working of the gold-exchange standard. 
Happily, as noted earlier, the underlying imbalance that strained liquidity 
in 1960 and the opening months of 1961 seems to be on the mend. 


New Concepts of Liquidity 


It may fairly be claimed therefore that the proposals outlined at Vienna 
meet the needs of the moment and that in the prevailing attitude on the 
Continent anything more ambitious would have been unacceptable. None 
the less, the Vienna proposals in themselves do little to meet the longer- 
term problems of international liquidity posed by the present gold-exchange 
standard. These basic problems were examined in a thoughtful speech by 
Dr Holtrop, the President of the Netherlands Bank, who pointed particu- 
larly to the inherent instability arising from the right of conversion of key 
currencies into gold: 

Paradoxically, one might even say that the [gold-exchange] system’s stability 

is based upon uncertainty. For if it were inconceivable that the dollar price 

of gold might ever be raised, most of the reserve-holding countries might wish 
to hold only dollars and the gold-exchange standard would tend to be trans- 
formed into a dollar standard. ... If, on the other hand, it were almost sure 
that the dollar price of gold would be raised . . . the system would tend to revert 
to a gold reserve standard, for which no sufficient gold would be available. 
Dr Jacobsson’s proposals, he thought, did not provide an answer to these 
problems. On a long view it is difficult to disagree with this conclusion. 
True, in recent months individual countries have taken steps to put the 
gold-exchange standard on a broader base by holding part of their reserves 
in currencies other than the dollar and sterling; the new standby credit 
lines should further enlarge that base. But in the concentration on the 
politics of agreeing the new credits little was heard at Vienna of the longer- 
term problems and of how the IMF might be adapted to meet them. 
A careful reading of the Fund’s annual report and some shrewd asides at 
Vienna indicate, however, that these problems have not been overlooked in 
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its new thinking. The report, indeed, makes a strong plea for member 
countries to regard their IMF quotas as part of their international reserves: 

When a broader view is taken of the Fund’s réle in supporting international 

liquidity, it would seem reasonable for each country to regard the unused 

portion of its drawing rights as part of the foreign exchange resources which 
it may utilize. Under the Fund’s Articles of Agreement, countries are entitled, 
when certain conditions are fulfilled, to purchase foreign exchange equivalent 
to their gold subscriptions plus 100 per cent of their quotas in the Fund. On 
the assumption that all members were eligible to purchase the full amounts, 
drawing rights in the Fund amounted, at year-end, to the equivalent of... 
$18.1 billions in 1960. Drawing rights .. . were thus almost as large at end-1960 
as the total of all foreign exchange reserves held by national monetary authorities. 
Following this line of thought the September issue of the IMF’s monthly 
International Financial Statistics expands the regular tables of members’ 
reserves to include each country’s current drawing rights on the Fund. 

Despite this healthy propaganda, it is doubtful whether many individual 
countries will at this stage be prepared to‘adopt the IMF’s new definition 
of their reserves—though it is significant that in the past year Britain, the 
United States and Australia have counted in the whole of their IMF quotas 
when pointing to the resources backing their currencies. Doubtless the 
progressively stricter conditions that the Fund applies to drawings after 
the first 25 per cent of quota will deter many members from regarding their 
whole quota as readily mobilizable. It is certainly to be hoped, however, 
that members can be persuaded to adopt the slightly less ambitious concept 
of reserves that the Fund has also been canvassing behind the scenes. 
This concept includes with national reserves both the member’s gold sub- 
scription to the Fund and any outstanding sales of its currency by the Fund. 
Thus, to take a simplified example (in rounded figures), if Germany’s quota 
is $800 millions of which $200 millions had been subscribed in gold and 
the rest in D-marks and the Fund has at the date in question sold the 
equivalent of $500 miilions of those marks to other members, Germany 
would have a liquid claim on the Fund of $700 millions, a claim that carries 
a gold guarantee. Plainly, it is highly desirable that countries extending 
credits under the proposed standby arrangements should regard any draw- 
ing on these credits as effectively increasing their reserves. 

The inclusion of creditor positions with the Fund would, even at the 
moment, increase the published reserves of many leading countries— 
including the United States—by 10 per cent or more. This would make 
an appreciable immediate addition to international liquidity. More im- 
portantly, however, it would serve to familiarize countries with the idea 
of holding part of their reserves at the IMF and regarding a credit balance 
with the Fund as equivalent to gold. This would be the first step towards 
transforming the Fund into a super-central bank able eventually to create 
deposits by its own lendings. This, admittedly, is looking a very long way 
ahead. But it may not be too fanciful to see in the Fund’s latest concepts 
of reserves the germ of a new international asset that, in time, might free 
the world from its dependence for additional liquidity on the uncertainties 
of gold supplies and the vagaries of America’s balance of payments. 
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Planning: Mechanics 
and Implications 


By J. E. HARTSHORN 


HEN he took over the reins of the planning bandwagon in 

July, Mr Selwyn Lloyd was at pains to emphasize that 

he had not yet made up his mind how the planning should 

be done; nor has he yet made it clear what he really means 
by the term planning. Politically, there is nothing really at odds with Con- 
servative economic doctrine in the idea of planning; Tories are not Liberals, 
though a period in opposition to postwar Labour governments tended for 
some years to emphasize the liberal elements in their policies (and even 
Liberals nowadays believe in whatever they mean by planning). Equally, 
it was never really surprising that the Federation of British Industries, 
last year, should have revived the idea; businessmen, especially the “ big- 
gish businessmen and upwards” mainly represented in the FBI, are 
doing what they call planning all the time, and certainly prefer its results to 
those of the ‘‘ stop and go”’ shorter-term policies according to which the 
Treasury is still sporadically forced to alter the course of the British economy. 
What is genuinely more surprising is the pretty general approval that the 
government’s intention to go in for planning (undefined) has elicited from the 
organs of liberal economic opinion; only a few liberal stalwarts such as 
Professor Jewkes have remained unaffected by this latest epidemic of 
heresy. It would perhaps be uncharitable to assume that this surprisingly 
broad area of general assent to the idea of planning arises from the fact that 
few people know what they, let alone others, mean by it, and that most are 
comfortably confident that nobody means very much anyway. 

The Chancellor, in this field an avowed eclectic, was careful not to expose 
fully his own ideas about the mechanics of “‘ long-term planning ”’ for the 
economy as a whole until he had sought the advice of representatives of 
industrialists and of trade unions. But since his separate meetings with 
them towards the end of August, a fair impression has been allowed to 
emerge. The aim he appears to have first in mind is that of bringing together 
the separate expenditure plans of the principal private industries in order 
that the whole might be correlated with the expenditure plans of the public 
sector (now being projected over a five-year period) and be continuously 
reviewed in the light of the productive resources likely to be available. The 


665 











mechanism for this sort of planning could conceivably be a body entirely 
independent of the government; but the evident disadvantages of trying to 
separate the planning function from responsibility for economic policy seem 
to have led the Chancellor to prefer a body of which he himself would be 
chairman, and that would embrace other economic ministers as well as the 
representatives of employers and trade unions and the independent members 
necessary to give it a broadly-based authority. This high-level planning 
council is conceived as being supported and served by its own economic 
planning “ office’, envisaged as independent of Whitehall but having access 
to the resources, especially statistical resources, of the relevant government 
departments, as well as to those of both sides of private industry. 

On their first confrontation with these ideas, the representatives of 
employers seem to have clearly shared the Chancellor’s preference, finding 
it according well with the image conjured up at the FBI, but to have been 
disposed to question whether “‘independence”’ really took first place among 
the qualities to be sought in the key members of the planning staff, and 
emphasizing that in any case the planning attempted should not be sup- 
ported or enforced by any new mechanism of controls. The trade unions, for 
their part, made clear their view that the main planning council should not 
include independent members, on the ground that such members could not 
commit anybody to anything. Some union leaders seemed at odds with 
others on the question whether any expert staff would be needed to serve the 
compact planning council they envisaged, but most of them united in 
arguing that planning would not mean anything without various forms of 
control to carry it through. 

The potential partners in planning then retired to their holiday tasks at 
Blackpool, Brighton, and the like; at the end of September they came back 
with their ideas refreshed. A select few names were being canvassed as 
possible directors for a planning staff, if a planning staif should turn out 
to need one. Among public men there are few who are not only dis- 
tinguished as economists but are independent and uncommitted in ideas, 
and have at the same time any significant experience of planning anything; 
so the choice was not a wide one. 


Practical Definition 


For purposes of argument, let me hazard a possibly practical definition of 
planning myself. Perhaps one could take it to mean, in addition to the 
exercise in correlation already outlined, the interlocked processes of assessing, 
to the best of one’s empirical ability, the current productive “ potential ”’ of 
the economy (i.e. physical capacity and promising areas for development and 
innovation); of keeping abreast, on the more theoretical side, of such refined 
econometric techniques as, say, model-building and input-output as may be 
judged likely to offer some practical enlightenment to economic managers; 
and, between these two, of considering feasible rates of growth for the whole 
economy, the home and external implications of such rates, and the policies 
appearing necessary to achieve them. On this footing, the expert staff 
required for such a tall order would fall into three groups: people responsible 
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for liaison with, but also for objective assessment of, industry and its possi- 
bilities; a few “‘ back room boys ”’ concerned to pick any practicalities out of 
the brains of our more esoteric mathematical economists; and at the centre 
some more down-to-earth applied economists of the kind now employed 
quite widely in business as well as in Whitehall, under the leadership of a 
director whose value would depend partly upon his holding not too many 


received ideas but also upon his acceptability to both sides of industry. 


Such a planning mechanism is perhaps plausible; let us for the moment 
burke the question whether it could plan better than we do without planning, 
or get plans, once made, into effect. I doubt myself whether for a time it 
would matter much whether planning was or was not backed by controls, 
so far as getting business to accord with the plans was concerned. ‘There 
is a scurrilous rhyme about my own profession that runs: 

You cannot hope to bribe or twist, 
Thank God, the British journalist ... 
But seeing what the man will do 
Unbribed, there’s no occasion to. . 
Some years of observation of the British industrialist, at least in the medium 
to large categories, have given me a like feeling about him. To the limits of 
the detail down to which economic planning in a free mixed economy could 
practically be expected to reach (in the sphere, primarily, of investment 
planning) I have a feeling that behaviour broadly according to plan could be 
expected of most major businessmen, given a climate of general approval of 
the plans—plus the chances of a somewhat larger sprinkling of knighthoods. 
There is admittedly a level below which the old economic Adam remains 
rampant even within British business (and thank goodness for that); many 
small businessmen seek their own commercial interest regardless of the 
pronouncements of authority. But by the time these bubbles in the soda- 
water rise to the point where they might affect any national plan, respect- 
ability usually sets in, and they become amenable to what someone some- 
where has decided is “ the national interest ”’. 

It is true that the only British industry in (largely) private ownership 
where investment is co-ordinated by planning, iron and steel, is one 
where prices (and hence to a considerable degree profits) are also con- 
trolled; where the government has frequently provided some of the new 
capital required; and where it can veto investment projects and could in 
principle promote others, publicly-owned, if existing companies refused to 
put them forward. Again, the government has already taken and is using 
powers to stop businessmen investing in productive capacity in the localities 
they may choose, and on social grounds is bribing them with grants or loans 
to put the investment instead in certain other places; and is putting money 
into uncommercial projects that it deems prestigious. It would be a further 
step beyond this to bribe industrialists to invest in “‘ more technologically 
advanced ”’ plant than they would otherwise have chosen, or even to produce 
something of whose saleability some economists and engineers from the 
Department of Scientific and Industrial Research, let us say, were more 
Sanguine than the company’s own, admittedly somewhat deadheaded, 
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marketing director. But the difference might be one only of degree. Again, 
the public sector is not merely able to influence wage bargaining as the 
largest single employer of labour in the country; it is the largest single 
customer in the country, in particular for advanced engineering goods, 
and the main source of finance for technical development. It certainly could, 
as a matter of conscious policy, use its power as buyer as a deliberate lever to 
promote technical development, both in products and in the ways of making 
them, without any additional planning powers. And there is plenty of room 
for this, planning or no; at the moment public purchasers’ ordering some- 
times tends to retard, not advance, development that is overdue. 

The leverage already available to planners of investment, it thus seems to 
me, might in the first place be perfectly adequate to achieve their ends— 
in as much detail as they would probably aspire to. It does not seem probable 
that they could count on as much influence upon wages. If the deliberations 
of the expert planning staff led them—as the government clearly hopes it 
would lead them—to suggest figures for thé annual, or perhaps quinquennial, 
average rates of increase in wages (if not also in salaries and investment 
incomes) that could safely be afforded with a favourable balance of payments 
at a given rate of internal economic growth, would unions take much notice 
of it? Much would depend, perhaps, on the degree of assent accorded by 
the trade union members of whatever kind of planning council the experts 
were reporting to; much, also, upon the opinion of unions about other 
peoples’ contributions to restraint on incomes (and capital gains) throughout 
the economy. But in early autumn 1961 it feels rather optimistic to assume 
that anyone but the government itself could really put a wages policy into 
effect. And it would be most unwise to allow any new planning organiza- 
tion to acquire the bad name that was hung on to the first Cohen Council 
of ‘‘ three wise men ’’—that of an organization appointed to provide suitable 
intellectual backing to fit the prejudices of the current Chancellor of the 
Exchequer. 

Relations with the Treasury 


Mr Selwyn Lloyd is clearly not seeking more rationalization or support of 
that kind; and one proof of that is his determination that any new body shall 
embrace both sides of industry. Yet his desire for independent advice 
raises and does not settle the most important question about any planning 
organization: its relations with the Treasury. Where, in particular, does 
long-term planning take over from short-term steering of the economy? 
Who would write the annual Economic Survey; or would this be broadly 
governed by—and inevitably measured against—some more or less detailed 
published statement of, say, five to ten year objectives*? If it were, one can 
imagine the Treasury’s freedom of short-term action to balance the economy 
becoming steadily more constricted as any planning period wore on. 
‘"Tacking ”’ back and forth about the hoped-for trend of growth would be 
all right in the first year or so; but from the third year onwards, repeated 
departure from what the planners had said the economy could achieve 


* Or perhaps seven-year plans made every five years—on the analogy of the Iron and 
Steel Board, which makes a five-year plan roughly every three years. 
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might invite more criticism. Would such a planning organization, as of now, 
be asked to consider prospects for the British economy inside or outside the 
Common Market; and would its findings, if they might not happen to accord 
with prevailing ‘Treasury opinion pro or con whenever they were offered, 
have any weight in the continuing formation of British policy ? 

These possible conflicts between long- and short-term policies would seem 
to me to be liable to arise whether or not the planning “ office ’’, its director, 
or the planning council itself had any very real powers at all. Provided this 
new fount of advice was independent, and was allowed to express its 
opinions independently, it might acquire considerable weight in the public 
mind even though its functions were purely advisory to the Chancellor. 
And it also seems possible though not certain that the emphasis in analysis 
and opinion, as between short-term and long-term economic helmsmen, 
might tend to differ quite significantly. ‘“‘ The authorities’, steering the 
British economy to meet each oncoming wave “steady as she goes’, are 
concerned primarily with external considerations—the balance of payments, 
the state of the reserves, the strength of sterling—and they usually trim 
the internal economy to those considerations. Any long-term planning 
exercise would also have to take as primary variables and criteria these 
external considerations; they would be built into its model-building to 
produce such conclusions as, say, that “ Britain can achieve a 3 per cent 
annual growth in national output provided that it achieves a 6 per cent 
growth in exports ’’.* 

Yet in long-term plans it is not very easy to say much more about these 
external questions than good resolutions like that, simply because variations 
in so many of the external factors are so patently beyond any control at all 
from within this economy. The internal behaviour of the economy is difficult 
enough to predict, in all conscience; but at least it lends itself more easily to 
assumptions or delusions that one may be able to plan some of its per- 
formance. This being so, long-term planners might hardly be able to 
avoid some bias towards considering the internal needs of the economy as 
primary; and even though they would not fall into the delusion of regarding 
Britain as an autonomous economy, it might be hard for them to give 
external considerations always as much weight as “ the authorities ’’, in the 
short-term, have to. There have been occasions—as in September, 1957 
—when severe restraints have had to be applied to the British economy 
primarily as a result of developments believed to be impending in exchange 
values abroad, though the internal economy was argued by many to be 
under no very great strain and the current balance of payments was indeed 
in surplus. At that time, if a long-term planning organization having 
some degree of independent spokesmanship had existed, with the possible 
slight “‘ internal ’’ bias postulated above, what would have been its views 
on the short-term action taken by the authorities, measured against its 
objective of long-term growth? There exists a considerable body of eco- 
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_ * Given that exports today represent 21 per cent of gross domestic product, it may be 
interesting to reckon how long it would be, on this fixed relationship, before we ought to be 
exporting everything we produced, and consuming nothing but imports. 
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nomic journalists part of whose duty it would have been to elicit and 
publicize those views. 

I do not know whether it is possible to draw lessons on this point from 
the relations between the Commissariat General du Plan and the French 
Ministry of Finance; it is never too easy to learn much of what those relations 
are. In my view, indeed, analogies have been drawn much too freely between 
the “results of planning”’ in France and the possibilities here, even by 
observers who a year or two ago were attributing some of the same economic 
success to the policies—positive, certainly, but hardly a matter of planning— 
of the ultra-conservative M. Jacques Rueff. France is an economy of a very 
different kind from Britain: it is closer to self-sufficiency, has a far wider 
and more diverse spread of public ownership, and a much stronger tra- 
dition of centralized governmental control over privately-owned industry. 

Some of France’s recent successes in exports, again, may have some 
connexion with the fact that in 1957 and 1958 it carried through a two-stage 
unilateral devaluation. What would be the relationship between the British 
Treasury and a long-term planning organization if that organization, as a 
result of painstaking and quite competent analysis of the long-term prospect 
of the economy, were to conclude that devaluation sooner or later was inevit- 
able or advisable, at a time when the authorities were solemnly assuring 
everyone from the IMF downwards of our determination to maintain the 
value of the currency? Could one reasonably rule such questions as outside 
the proper purview of the independent planning staff? If not, must one then 
suppose that any of its conclusions that might be embarrassing to the T'reas- 
ury’s short-term policy would be duly suppressed by the main council ? 

This possibility of embarrassing conflict is indeed not an idle one. If one 
thinks of the expert core of such a planning body as something of comparable 
calibre to the Treasury’s Economic Section, equally seized of the statistics, 
probably as close to understanding business realities, independent but 
tending to put a shade more emphasis on long-term growth than on short- 
term external stability, it needs to be remembered that such a body already 
exists, in the National Institute of Economic and Social Research—which 
has already, in its time, embarrassed the authorities by discussing some 
possible advantages in devaluation. 

This article, it should be emphasized, has not been written to argue against 
the concept of long-term planning for the British economy—towards which, 
indeed, I ought perhaps to confess more temperamental leanings than many 
of the observers of late supporting it have previously appeared to manifest. 
Nor do I quite share the view that any planning council or “ office’ must 
become another economic section of the Treasury, even though it were 
given a little more chance to talk in public. There are too many economic 
advisers within the Whitehall machine taking in each others’ intellectual 
washing already, and one can sympathize keenly with Mr Selwyn Lloyd’s 
desire for independent advice based on a rather different kind of com- 
petence. But there is a need for these overlapping implications to be more 
closely studied, whether or not they can be completely resolved, before we 
embark on this newly fashionable exercise. 
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Is Inflation Explosive ? 


By R. G. LIPSEY 


T is a commonly held view that inflations, other than very moderate 
ones, cannot continue for long at a steady rate; either they are stopped 
by effective Government action or they tend to get out of hand, pro- 
ceeding at a faster and faster rate until the chaos of hyper-inflation 
finally ensues. ‘This view is often used to argue against policies involving 
what might otherwise be regarded as an acceptable degree of inflation. 
It is generally agreed, for example, that there is a relation between the 
rate of change of prices and the degree of unemployment. If an economist 
argues that a steady inflation of 2 or 3 per cent per annum might be a moderate 
price to pay for achieving virtually full employment, he is often admonished 
in the following terms: ‘‘ 2 or 3 per cent may be all right per se but 3 per 
cent is getting dangerously close to the critical level above which inflations 
tend to become cumulative and explosive”. The question whether or 
not inflations do tend to explode is thus most important when considering 
many crucial issues of policy. If continuous inflations inevitably explode 
then, clearly, great care must be taken to keep them well below the critical 
limit, whatever the cost. If, on the other hand, inflations do not tend to 
explode, then a community can decide whether it is prepared to accept 
2, 3 or 4 per cent inflation as the price of, say, full employment or a rapid 
rate of growth—if it should be shown that the one entails the other. 
Supporters of the cumulative theory usually point to historical precedent, 
with the dramatic German inflation of the early 1920s as their classic 
example. But historical precedent is not regarded as sufficient and the 
theory is usually supported by a general argument purporting to show that 
as people come to accept some rate of inflation as normal they will adjust 
to it in such a way that their own actions speed up the inflation. Thus, 
it is argued, a steady rate of inflation is impossible because, as soon as it 
is accepted by the people, their very actions, in anticipation of further 
expected price rises, will cause prices to rise even faster than before. 
This article represents an attempt to examine the explosive theory of 
inflation. ‘The general argument supporting the theory is first examined; 
the possibility of a steady rate of inflation with everyone perfectly adjusted 
to it is then considered; finally, rather than citing one or two examples, a 
careful examination is made of the mass of evidence relating to the behaviour 
of price levels in the twentieth century. 
The standard argument in favour of the explosive theory runs roughly 
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as follows: When an inflation starts people will, for a while, regard it as 
abnormal, but sooner or later they will become adjusted to the idea that 
the inflation is the normal state of affairs and they will then take hedging 
action in anticipation of further price increases. ‘They will buy goods now 
because they expect prices to be higher later. But this action will itself 
ensure that the rate of inflation is speeded up, and once people come to 
regard this faster rate of inflation as the norm they will again modify their 
actions, hedging even more than before. This will again speed up the 
rate of inflation. And so it will continue, with prices rising ever more 
rapidly; each time people become adjusted to the more rapid rise, they 
will themselves take action which will speed up the price rise. 


Divergent—or Convergent ? 


This argument is indeed persuasive. It is, however, surprising that it 
has been accepted by so many academic economists and particularly sur- 
prising that it has been accepted by those with a mathematical training. 
On seeing the above argument the mathematician will recognize a series, 
and he should immediately ask: does it diverge or does it converge? 

There are many series in elementary economic analysis; some of them 
divergent and some convergent. Plainly, the argument advanced above 
does not prove explosion. All that it does prove, assuming it to be correct, 
is that, if people take time to adjust to any given rate of inflation, then the 
rate finally established will be higher than the rate from which we began. 
Whether or not an explosive series results depends on the extent to which 
the rate of inflation is speeded up when people start to hedge against further 
price rises. Assume, for instance, that an economy moves initially from a 
stable price level to a steady 2 per cent inflation. For a while people expect 
a stable price level to be re-established, but finally they come to expect 
the 2 per cent rise to continue. Once they do so they try to buy more 
now in anticipation of further price rises. Let us suppose that this extra 
demand causes the rate of inflation to increase to 3 per cent (i.e. to increase 
by half the initial rise). Now assume that eventually people come to accept 
3 per cent as the normal annual price rise and, as a result, they try to hedge 
against future price rises even more than before. This hedging action 
causes the rate of inflation to step up to, say, 34 per cent (i.e. to increase 
by half the previous increase). When people come to accept 3} per cent 
as normal, their adjustment causes the rate to go up to 3? per cent, and 
so on. Clearly this process does not explode; it converges on a steady 
rate of inflation of 4 per cent per annum. 

The inflation will explode only if people’s actions, when they adjust to 
any given rate of inflation, cause a further increase equal to or greater than 
the previous increase. The inflation will converge to a steady rate if 
people’s actions, when they adjust to any given rate of inflation, cause a 
further increase of less than the previous increase. 

Some supporters of the explosive argument, presented above, may have 
argued that all series explode, which is clearly incorrect; the others must 
have been asserting that this particular series was explosive. The argument 
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advanced, however, proves only that an economy will end up with a faster 
rate of inflation than the one from which it started (assuming always that 
there is a long lag in people’s adjustment to any given rate of inflation); 
the argument tells us nothing, one way or the other, about whether or not 
inflations tend to explode. The verdict, so far, on the explosive theory 
must be case not proven. We are now led to enquire if there are any 
reasons why people’s acceptance of a given rate of inflation as the 
normal course of events should not only cause the rate to increase, 
but should set off an explosive series of ever larger increases in the 
rate of inflation. 

The problem may now be attacked in a slightly different way by asking: 
what would happen if an economy were to settle down to a steady inflation ? 
Is there any reason to believe that rational behaviour on the part of persons 
who anticipated a steady rate of increase in future prices would in fact do 
anything to cause the inflation to explode? In other words, is there any- 
thing self-contradictory in the idea of a permanent, non-cumulative, steady 
inflation to which everyone is fully and rationally adjusted ? We assume, 
here, that the Government takes action designed to produce a steady rate 
of inflation and we ask: is there anything in the expected behaviour of 
rational, self-seeking individuals that would convert this steady inflation 
into an explosive one? 


Role of Interest Rates 


One of the critical things is the rate of interest. Until lenders realize 
that the inflation is permanent, they will be charging very low rates of 
interest, possibly even a negative one in real terms. If the money rate of 
interest is, say, 4 per cent and prices are expected to remain stable, then 
the real rate is also 4 per cent. If, however, prices rise by 4 per cent 
then the real rate is zero, because the principal plus the interest would, 
at the end of the year, just suffice to buy the same quantity of goods as 
could be bought by the principal alone at the beginning of the year. (If 
taxation were taken into account these examples would be made more 
complicated but the basic argument would be unaffected.) 

As long as the effective real rate of interest is reduced by inflation to a 
figure less than it would be in a period of stable prices, then there is a real 
incentive for anyone who believes that the inflation will continue to borrow 
money and to spend it now. If, for example, the money rate is 4 per cent, 
then those people who realize that the inflation will continue at, say, 3 per 
cent, will see that the real rate is only 1 per cent, and thus they will have 
a real incentive to borrow money. ‘This borrowing will increase the level 
of demand and hence fan the fires of inflation. 

As soon, however, as lenders come to realize that the inflation is here 
to stay, they will demand a money rate high enough to give them an 
appropriate real rate. If, for example, the appropriate real rate is deemed 
to be 3 per cent and inflation is continuous at 2 per cent, the money rate 
should be approximately 5 per cent. Once the rate of interest changes 
to reflect the lenders’ appreciation of the fact that the inflation is permanent, 
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there will be little further incentive for anyone to borrow more than he 
would have borrowed in a period of stable prices. The real cost of bor- 
rowing money will be the same as in a period of stable prices; there may, 
however, be some increase in the demand for funds if it is true that 
business is more profitable in periods of rising than stable prices. But 
there is nothing here to lead us to expect a cumulative upward pressure 
on prices as people come to regard the inflation as permanent. Indeed 
the opposite is the case. As long as people (incorrectly) expect prices to 
become stable, rates of interest will be low, but as soon as they come to 
anticipate further price rises, rates will rise, having, if anything, a dis- 
incentive effect on borrowing and spending, compared with the incentives 
in the transitional period, in which the inflation had begun but interest 
rates had not yet adjusted.* 

Let us now consider the question of the holding of stocks of finished 
goods and raw materials. It is, of course, true that in times of inflation 
a money profit can be made solely by holding stocks, the additional rate of 
profit being equal to the rate of inflation. This does not mean, however, 
that it is a profitable use of one’s capital to invest it in stocks merely to 
reap the profit on the expected price rise; so long as the real rate of interest 
is positive (i.e. so long as the money rate exceeds the rate of inflation) then 
a better return can be had by lending at the going rate. Once the economy 
has adjusted to the inflation so that there is a positive real rate of return 
on the lending of funds and on the investment of capital, tying up funds 
in stocks of goods merely to gain from the price rise becomes a relatively 
unprofitable enterprise. 

Some people, of course, have to hold stocks in the normal course of 
their business, whatever the changes in the price level. Will there be any 
incentive for them to attempt to purchase large quantities of excess stocks ? 
These people hold stocks because the stocks held have a positive value for 
them in allowing for a smooth flow of production, in spite of irregularities 
in the delivery of raw materials, and in allowing orders to be met promptly 
in spite of variations in the volume of these orders. The utility of holding 
these stocks must be sufficient to make worth while the sacrifice of what 
could be earned from using the funds involved in another way—e.g. lending 
them at the going rate of interest. In times of inflation there will be an 
extra money yield from the holding of stocks equal to the rate of inflation. 
However, if the rate of interest rises fully to discount the inflation, this 
increased money profit will be exactly offset by the increase in the amount 





* It may be objected that this is all very well in theory but that in practice interest rates 
may never become fully adjusted. The experience of several South American countries 
suggests, indeed, that negative real rates of interest can be maintained for very long 
periods of time. Be that as it may, the argument we are considering runs as follows: 
“It zs possible to have a steady rate of inflation while the money illusion persists; it is not 
possible to maintain a steady rate of inflation once people come to accept the inflation as 
permanent ’’. It is therefore necessary to ask, as we do in the text, what would happen 
once people do come to accept the inflation as permanent. In any case, if everyone knows 
that the inflation will continue, but interest rates are prevented from rising, say for insti- 
tutional reasons, there is no reason to expect a cumulative inflation. This is merely 
equivalent to a forced reduction in the real rate and this may be expected to cause some 
changes in the pattern of spending, but there is no reason to expect it to cause cumulative 
inflationary pressures. 
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that can be earned by using funds in alternative ways. The relative 
advantages of holding stocks versus alternative uses of money, in other 
words, remain unchanged; in the terminology of the economist, the oppor- 
tunity cost of holding stocks is unaffected by the inflation. Thus there 
should be no incentive for people who must hold stocks in the normal 
course of their business to fan the fires of inflation by trying to make large 
additions to their stocks. 

There seems to be considerable evidence that many inflations, particu- 
larly war-time ones, have been accompanied by heavy hoarding of stocks. 
The main reason for such hoarding, however, seems to have been uncer- 
tainty as to whether or not the goods would be available at all in the future. 
Belief that goods may not be obtainable in the future can lead to hoarding 
of stocks; belief that the goods will be freely available but at a price that 
is rising steadily at X per cent each year does not lead rationally to hoarding 
if interest rates are adjusted to the inflation. 


Impact on Cash Balances 


We are now left with the impact of inflation on the desire to hold cash. 
Here rational action might be expected to be significantly different from 
what it would be in times of stable prices. There is a cost in holding 
cash: the earnings that could have been made if the money had been 
invested; there is a value in holding cash both in facilitating the smooth 
flow of transactions and for speculative purposes. Inflation raises the cost 
of holding cash: because prices are rising the real value of one’s cash 
holding is constantly shrinking. It is just as if, in a period of stable prices, 
3 per cent of one’s cash holdings were taxed away each year. Thus, the 
cost of holding cash is not only the real rate of return which could be 
earned if the money were invested (i.e. the amount by which the money 
would be growing); account must be taken also of the decline in the real 
value of cash holdings as opposed to the holding of goods (i.e. the amount 
by which the money is shrinking). Since the loss involved in holding 
cash is increased by inflation, cash becomes a less attractive way of holding 
assets and inflation is thus likely to be associated with a fall in the com- 
munity’s liquidity preference. The surplus cash will be spent, and this 
extra expenditure will itself add to the inflationary pressures. But, clearly, 
there must be some limit to the extent to which individuals and firms are 
willing to reduce their cash holdings. Thus, although steady inflation— 
which amounts to a moderate tax on money—may cause some reduction 
in people’s desired cash holdings, it cannot in itself cause a cumulative: 
flight from cash of the sort which would cause an explosive inflation. 

This is the most important part of the argument; it is also the one that’ 
most depends on judgment. Fortunately it is possible to get some further 
idea of the disincentive effect of inflation on cash holdings by examining 
the equivalent effect through interest rate changes alone. Consider first a 
situation in which the price level is constant while the money rate of 
interest, and hence the real rate as well, is 4 per cent. The real cost of 
holding cash is thus 4 per cent (since if the cash had been invested the 
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principal and interest would, at the end of the year, buy 4 per cent more 
goods than would the cash alone). Next consider a situation of a per- 
manent 3 per cent inflation with a money rate of interest of 7 per cent and, 
hence, a real rate unchanged at 4 per cent. In this case the cost of holding 
cash is 7 per cent (for cash sufficient to buy 100 units of real goods would, 
if left idle, buy only 97 units at the end of the year, while if invested it 
could buy 104 units in a year’s time). Now, in these circumstances, the 
cost of holding cash under inflation is equivalent to what it would be if 
prices were stable, while the money (and hence the real) rate of interest 
was 7 per cent. Thus, the increase in the cost of holding cash when we 
go from a period of stable prices to one of a steady inflation of X per cent 
per annum is the same as the increase in the cost of holding cash when, 
with the price level constant throughout, the rate of interest rises by X per 
cent. The latter change might cause some reduction in cash holdings, 
but few people would expect it to cause a cumulative flight from cash of 
the sort that might spark off a hyper-inflation; if this is accepted then it 
must surely also be conceded that the movement from a stable price level 
to a steady inflation is unlikely to cause such a cumulative flight from cash. 

It may be concluded that there is no reason why people could not 
become perfectly adjusted to a steady rate of inflation. There is no reason 
to think that the actions of people, who are rationally pursuing their own 
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self-interest, would inevitably, or even probably, convert a steady inflation 
into an explosive one. 

This is not, of course, to suggest that explosive inflations are impossible. 
Of course they are possible, as history itself attests. If Governments run 
progressively larger and larger deficits and have recourse to the printing 
presses, creating an ever larger flow of new money to finance these deficits, 
then prices will rise at an ever faster rate.* At some point the public will 
completely lose confidence in cash. The rate of inflation will have become 
so fast that the utility of cash holdings will approach zero. Then there 
will be a flight from cash, of the sort that sends prices exploding upwards, 
until, inevitably, economic collapse overtakes the country. Many examples 
of such inflations occurred in the aftermaths of both the first and the 
second world wars. Such inflations are disasters. But we must beware 
of letting our very real horror of these inflations overrule our rational 
judgment. From the observation that such explosive inflations can occur 
it is a big jump to the prediction that such explosive inflations must occur 
whenever a mild inflation continues for long. We have in fact found that, 
provided the Government’s actions are such as to cause only a steady 
inflation, there is no reason to expect that the actions of private individuals, 
who anticipate this inflation, will convert it into an explosive one. 


Examining the Facts 


It is, of course, possible that some important factor has been omitted 
from our reasoning. Let us, therefore, look at the historical facts to see 
whether or not inflations actually have been explosive. Data for price 
levels for a large number of countries have been published by the League 
of Nations and the United Nations. When countries for which continuous, 
reasonably reliable data are not available are removed, we are left with some 
40-odd countries, some series dating from the 1920s, some from the 1930s 
and the remainder starting in the 1940s. Admittedly, data for retail price 
indices may not provide a perfectly accurate measure of year-to-year 
variations in the degree of inflation but should, over a large number of 
countries, give a fairly accurate picture of the general course of inflationary 
tendencies. The drawing of a time series of the rate of inflation in each 
year for each country made it immediately apparent that practically every 
conceivable inflationary pattern has in fact occurred. In Uruguay, for 
example, the annual percentage rates of inflation, starting from 1951, were: 
13.9, 13.9, 6.4, 12.0, 8.9, 6.6, 14.6, and 17.5; hardly a picture of an in- 
exorable cumulative process! The pattern of Bolivia from 1948 to 1956, 





* We might observe in passing another argument for cumulative inflation, that in order 
to achieve some given policy goal, say, a maximum of 1.5 per cent unemployment, it is 
necessary to produce faster and faster rates of inflation as people come to adjust fully to 
each new rate. This argument is totally different from the one being considered in the 
text; it does not say that constant rates of inflation are impossible, only that their efficacy 
in producing other desired policy objectives diminishes through time. A detailed con- 
sideration of such arguments is beyond the scope of this paper. We might note two 
things however: first, there is no body of economic theory which suggests this conclusion 
and, second, such empirical evidence as has been collected (e.g. on the relation between the 
rate of change of money wages and the level of unemployment) provides absolutely no 
support for this theory. 
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on the other hand, looked somewhat more like an explosive one, for the 
percentage rates ran: 5.3, 10, 35.5, 26.9, 30.7, 100, 124, 80.4, 179, 116. 


Brazil presents yet another picture. The rate of inflation rises steadily 
from zero to 20 per cent per annum from 1949 to 1953; then, however, the 
rate levels outs and stays from 1953 to 1958 at a rate which varies only a 
couple of points either side of 20 per cent per annum. Paraguay, as a 
final example, has managed a more or less continuously declining rate of 
inflation from 1952 to date, the annual rates being 117, 69.5, 20.0, 23.3, 
21.6, 16.1, 6.2, 8.1. It was clear from these observations that inflations do 
not inevitably explode. Inflations of quite large magnitudes (an annual 
price rise of 20 per cent is no minor inflation) have been maintained for 
quite long periods without showing any explosive tendency. 

While it is apparent that many different inflationary patterns have in 
fact occurred, it is difficult to get a clear picture of the dominant or typical 
inflationary pattern. In order to gain further information from the actual 
data, we must ask ourselves a little more carefully what we would expect 
to observe if the explosive theory were correct. Let us consider the rates 
of inflation in a particular country in consecutive years. If we relate the 
rate of inflation in one year to the rate of inflation in the following year, 
what would we expect to find? Below the critical explosive rate, anything 
would be possible: we might have 2 per cent indefinitely or 2 per cent 
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followed the next year with equal probability either by 2} or 14. Clearly, 
below the critical rate, there could be no expectation of what next year’s 
rate would be, based on knowledge of this year’s rate. Next year’s rate of 
inflation might just as well be above, below, or the same as this year’s. 
But above the critical rate this would not be the case: above this rate infla- 
tions tend, so the theory says, to become cumulative. Thus a rate of, say, 
6 per cent this year, is very much more likely to be associated with a some- 
what higher rate next year than with a rate equal to, or lower than, 6 per 
cent. Let us now compare these predictions with the facts. Unfor- 
tunately it is not possible to display all the relevant data on charts of a 
manageable size and, for purposes of publication, it has been necessary to 
make a selection. Out of the possible 40-odd countries, 20 have been 
selected for detailed analysis. Every available South American country 
is included, because these are the countries that have experienced the most 
prolonged inflations, and are thus the ones in which explosive tendencies 
should be observable if they are observable anywhere; a representative 
selection of other countries is also included.* The actual observations are 
shown in the two charts. The rate of inflation in one year is measured 
along the horizontal axis while the rate of inflation in the following year 
is measured on the vertical axis. ‘Thus each dot tells us, for some country, 
the rate of its inflation in two consecutive years. The dot indicated by the 
arrow in Chart 2 shows us, for example, that in two successive years the 
rates of inflation were 22 per cent and 13 per cent. (The years were in 
fact 1937 and 1938, and the country was France.) Most of the information 
for the 20 countries is displayed on the chart.f 

The thin line drawn through the origin with a slope of 45° joins all 
points having the same rate of inflation in two consecutive years. Points 
below the line indicate situations in which the rate of inflation diminished 
from one year to the next; points above the line indicate situations in which 
the rate of inflation increased. The further any point is away from the 
line, the larger is the discrepancy between the two rates of inflation indicated 
by the point. 
An inspection of the two figures shows that the points are spread out 





* The 20 countries included are: Argentina, Brazil, Chile, Bolivia, Colombia, Equador 
Paraguay, Peru, Uruguay, Venezuela, Canada, the United States, India, Denmark, Fin- 
land, France, Greece, Sweden, New Zealand, United Kingdom. Data for all countries 
outside South America and for Argentina, Brazil and Chile run from 1920 to 1959; data 
for the other South American countries start in 1947, with the exception of Venezuela for 
which figures are not available before 1953; the years 1940-45 were excluded in all cases. 


+ The price-level information for the 20 countries would give 405 points if all of it 
could be charted. In order to make the graphs manageable, some of the points had to 
be eliminated. In the first place all those points indicating negative rates of inflation 
(years of falling prices) have been omitted. ‘There were 63 points showing negative rates 
of inflation in two successive years, 47 points in which a positive rate of inflation was 
followed by a negative one in the succeeding year, and 39 points in which a negative 
rate was succeeded by a positive rate. Exclusion of these points does not materially affect 
the picture; more important, however, is the exclusion of 19 points representing rates of 
inflation in excess of 50 per cent per annum. The following is the information (in per- 
centages) relating to the excluded points: Chile (4 points), 1953-57: 25, 72, 75.6, 56, 33; 
Bolivia (6 points), 1952-58: 30.7, 100, 124, 80.4, 178.7, 115.6, 2.9; Equador (1 point), 1947-48: 
64.8, 12.4 (no figure is available for 1946); Paraguay (5 points), 1949-54: 35.0, 17.1, 36.8, 
117.4, 69.5, 20.0; Greece (3 points), 1921-24: 13.4, 59.8, 85.7, 4.6. 
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more or less evenly above and below the dividing line. This is true both 
for the moderate inflation of from zero to 10 per cent, shown in Chart 1, 
and for the more drastic inflations of from 10 per cent to 50 per cent, shown 
in Chart 2. As we move to higher and higher rates of inflation there is 
no observable explosive tendency. It appears, on the basis of the observed 
facts, that it is just as likely that next year’s rate of inflation will be equal 
to or less than this year’s rate, as that next year’s rate will exceed this year’s 
rate. This is true even at high rates of inflation. 

A general inspection of the charts gives little support to the cumulative 
theory. It is, however, just possible either that casual visual inspection 
is misleading, or that the observations that would not fit on to the chart 
would radically change the whole picture. Fortunately, a more precise 
test of the theory is possible. A curve was fitted, by the method of least- 
squares, to all the data for the 20 countries (including the points omitted 
perforce from the charts). Such a curve, which is commonly used in 
elementary statistical analysis, provides a precise measure of the average 
expectancy of the figure measured vertically (next year’s inflation) based 
on each figure measured horizontally (this year’s inflation). If the cumu- 
lative theory were correct the curve would be expected to lie pretty close 
to the 45° line at low levels of inflation, indicating that the average expec- 
tancy next year was about the same rate as this year’s; at higher rates, 
however, the curve would be expected to become steeper and lie further 
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and further above the 45° line, indicating that the average expectancy was 
that next year’s rate of inflation would exceed this year’s. 

The curve fitted to the data is shown by the heavy line in the charts.* 
The curve passes slightly above the origin, indicating that inflation rather 
than deflation has been the average expectancy over the whole period: 
when this year’s price rise was zero it was slightly more likely that there 
would be an inflation next year rather than a deflation. The curve, how- 
ever, becomes flatter rather than steeper as we move to higher rates of 
inflation. This indicates that at higher rates of inflation the average expec- 
tancy is that next year’s rate will be slightly less than this year’s rate. 
For a 20 per cent inflation, for example, the average expectancy is that 
the rate in the following year will be just less than 17 per cent. Clearly, 
neither the charts themselves nor the fitted line of “ average expectancy ”’ 
provide support for the explosive theory. 

There is one possible interpretation of the real-world evidence, which 
would save the explosive theory from this apparent empirical refutation. 
It is possible to argue that (for unspecified reasons) inflations do tend to 
become cumulative but that, once the tendency is felt, Governments usually 
take action to prevent such inflations from getting out of hand. ‘Thus, 
the argument would run, there is a general tendency for inflations to 
explode, but it will not actually be possible to observe this, because Govern- 
ments usually take action to prevent the tendency from manifesting itself 
for long. Whatever we might think of the plausibility of this argument, 
we must note its policy implications. The argument implies that Govern- 
ments are able to, and in fact do, stop the cumulative process at any stage 
they desire; if they so wish they can produce a steady inflation, a slowly 
rising rate, or a gradually declining one. If we believe this, then there is 
no need to worry about the explosive tendencies, for Governments have 
power to control them. ‘Thus, we must not argue against a policy of 
X per cent inflation on the grounds that it will not stay at X per cent, 
because our interpretation of the actual, real-world, evidence is that it is 
quite possible for Governments to keep the inflation at X per cent if they 
so desire. ‘Thus it is possible to save the explosive theory only by removing 
the policy sting from its tail. 

We must conclude, therefore, that the evidence for the 20 countries 
studied is definitely against the explosive theory. No general tendency 
for inflations to explode is apparent in the experience of these countries— 
despite the fact that many of them, the South American ones in particular, 
have experienced sustained major inflations of the order of 20 per cent 
or more per annum. The actual record of the last 40 years lends no 
support to the thesis that beyond a certain critical level inflations, neces- 
sarily, tend to become cumulative. 








* The equation of this line is Y= 1.47 + 0.79X —0.0011X? where Y is next year’s 
rate of inflation and X is this year’s rate. The figure of 1 per cent is written as 1.00 so 
that, for example, when X is zero Y is 1.47 per cent. The R? is 0.49. The data were also 
divided into two periods, before and after the second world war, and a separate line was 
fitted to each sub-group. Little significant difference was found between the behaviour 
in these two periods. 


681 








Harmonizing Canada’s 
Financial Policy 


By E. P. NEUFELD 


TORONTO, mid-September 





ANADA’S post-war period of extraordinary economic growth 
ended in 1957. Since then the economy has not grown sufficiently 
to absorb all the expanding labour force and a serious problem 
of chronic unemployment has emerged. ‘The consequent need 
to re-analyse Canada’s economic problems and policies has provided an 
opportunity for sharp controversy among economists and policy-makers. 
A failure to appreciate this invites an incomplete understanding of how the 
recent controversy between the former Governor of the Bank of Canada, 
Mr James E. Coyne, and the Minister of Finance, Mr Donald M. Fleming, 
could have arisen. ‘That controversy has dominated recent discussion, 
This is scarcely surprising, for events in Ottawa between June 13, when 
Mr Coyne left a board meeting to issue a press release in which he revealed 
that the Minister of Finance, speaking for the Government, had asked 
him on May 30 to resign, and July 13, when he did actually resign, were 
momentous and tragic. 

It is not the purpose of this article to assign responsibility for those 
events, for to do so in a manner fair to all the principals involved would 
require an extensive review of over 400 pages of speeches, evidence, 
memoranda, and letters, and of events over the last six years, not six 
months. Rather it is intended here to discuss Canada’s economic con- 
dition and current economic policy. Reference to the controversy must, 
however, be made to indicate the changes in policy and policy-making 
arrangements that have occurred, and the reasons for those changes. It 
may fairly be said that discussion of the Coyne-Fleming controversy cen- 
tered not on whether Bank of Canada policy was right or wrong, that is, 
not on whether Governor Coyne should or should not continue to manage 
Canada’s monetary policy, but rather on the way in which Mr Coyne’s 
services were being dispensed with and whether, in some ethical sense, he 
had misconducted himself while in office. The unfortunate shift of 
emphasis to the question of ethics occurred because in addition to empha- 
sizing its dissatisfaction with Mr Coyne’s general approach to Canada’s 
economic problems the Government inexplicably expressed its dissatis- 
faction with Mr Coyne over the substantially more favourable pension 
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arrangements that the Governor and Deputy Governor had received from 
the board of the Bank early in 1960. 

Had the Government confined the issue to its dissatisfaction with Mr 
Coyne as a central banker—his economic analysis, his policy, his market 
operations, his relations with senior members of the Department of Finance 
and financial community, his implicit but persistent criticism of fiscal 
policy—and had it documented its criticisms in answer to the Governor’s 
argument that no such dissatisfaction existed, events would have taken a 
different form. For there was clearly much dissatisfaction, in and out of 
Government, with the Governor’s policy and in particular with his approach 
to analysing and overcoming Canada’s economic problems. During the 
controversy the Parliamentary opposition parties studiously avoided asso- 
ciating themselves with Bank policy; opposition to that policy among 
academic economists appeared to be almost complete; the impasse between 
Bank and Department of Finance had for long been obvious and was 
increasingly viewed as being intolerable; and the gap dividing the Bank 
and the financial community appeared to be getting wider as time went on. 


CHANGE IN CANADIAN AND UNITED STATES 
ECONOMIC INDICATORS 


(1957 to most recent comparable figures available) 


United 
Canada States 
Oo 
Gross national product: 

Constant prices .. - - wa ia +54 + 6 
Current prices... - a +13 +13 
Proportion of workers unemploy ed i “ +61 +58 
Exports of goods and services ‘ ais a +13 + § 
Imports of goods and services rr “a mi + 7 + § 
Consumer prices... ‘a - + 6 + 6 
Long-term Government bond y ields ea + +20 +12 


It must be added, however, that many of those who expressed deep dis- 
satisfaction with the Bank of Canada’s operations and policy did not thereby 
imply satisfaction with Government fiscal policy. 

Since 1956 Canada’s economic performance has been much less than 
satisfactory. ‘The record, as the accompanying table shows, has been very 
similar to that of the United States’ economy. Since 1957 the real increase 
in Canada’s gross national product has been 54 per cent; a pace of expansion 
that compares unfavourably even with the 6 per cent recorded in the 
United States in the same period. Increases in the unemployment ratio 
and in consumer prices have been almost the same in the two countries. 
The two countries differed in that long-term interest rates rose substantially 
more in Canada (by 20 per cent) than they did in the United States, and 
Canadian exports of goods and services rose appreciably faster than US 
exports over the period, though the rise slackened after the beginning of 
1960. Despite this increase in exports, Canada continued to experience a 
large deficit in its current balance of payments, whereas America did not. 
This contrast in the current account was matched by an equally dramatic 
contrast in the capital accounts of the two countries, and until June last 
there was a premium on the Canadian dollar. 
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The upswing in business that began in April, 1958, ended prematurely 
in April, 1960, but by the end of 1960 signs of improvement had again 
appeared. ‘The recovery since then has been hesitant, with the first quarter 
figures actually showing a relapse from the improvement registered in the 
fourth quarter of 1960. Figures for the second quarter of this year in 
general indicate continuing modest recovery. Retail trade rose by about 
4 per cent over the first quarter, and industrial production by 2.7 per cent. 
Industrial employment also edged upwards, as did total labour income. 
The trend of exports has been upward since late 1960 and the prospects 
for exports of grain, thanks to heavy purchases by China, are brighter than 
they have been for a number of years. 

Not surprisingly, the course of business investment is considered to hold 
the key to the strength of the current forces of expansion in the economy. 
The failure of capital spending to rise was one of the principal reasons 
why the 1959 recovery was so mild. So far only residential construction 
has shown any marked upturn; and sinte house-building permits and 
housing starts have recently begun to level off, no great housing boom 
seems to be in sight. The official mid-year review of investment intentions, 
however, suggested that business capital spending should begin to improve 
this year; and, encouragingly, new orders for capital goods have recently 
begun to rise. Even so, there is yet no sign that any particular sector will 
break out to lift the economy to full employment levels in the near future. 
Rough calculations suggest that even with a real increase in national 
product of 3 per cent this year and 6 per cent next year, unemployment 
in 1962 will still average well over 5 per cent of the labour force. This, 
admittedly, would be a considerable improvement on the levels of 7-8 per 
cent recorded in recent months, but it would still be intolerably high. It 
is this factor, rather than present signs of recovery, with which Canadian 
monetary and fiscal authorities must be concerned. 

In his many speeches across Canada Mr Coyne did express such concern. 
He emphasized that Canada’s huge trade deficit was undesirable in the 
current conditions of substantial underemployment. This view was widely 
shared; however, there was a feeling among at least some of the Bank’s 
critics, including myself, that its own policy was helping to sustain the 
deficit by keeping interest rates too high in relation to those in New York, 





An Insurance Service... 


may be summarised in a few words 


@ Expert advice on all insurance problems ‘ 
@ Prompt and courteous attention 
@ Fair and generous claims settlements 


For more than a century our service has been based on these 
maxims and if YOU have need of a first-class insurance 
service why not consult us. 


ALLIANCE ASSURANCE 


COMPANY LIMITED 
BARTHOLOMEW LANE - LONDON -: E.C.2 














684 








cf 


a 2 minh 6 @& @& fr» 














thereby encouraging a capital inflow and maintaining a premium on the 
Canadian dollar that handicapped Canadian exporters. The Governor 
appeared to feel that since there had already been monetary expansion 
and since the banks were in a position to make loans, credit was already 
sufficiently easy. He did not seem to regard interest rates as a very useful 
criterion of the stringency or ease of monetary policy. Moreover, Mr 
Coyne seemed to feel that the trade deficit and unemployment in Canada 
were largely structural, and would not be ameliorated by lower interest 
rates. Accordingly, his thinking ran along lines of special tariffs and taxes 
to reduce the trade deficit, and special and selective Government action 
to reduce unemployment. 

As a consequence of this prognosis and prescription, monetary policy in 
Canada from about April, 1958, to the time of the controversy was charac- 
terized by long periods of rigid restraint, punctuated with sharp increases 
in the supply of money timed to “ bail out’ Government bond issues, 
not to lower interest rates. Confusion abounded as to what Bank policy 
really was. The gap between Canadian and United States interest rates 
widened in this period of growing unemployment and the premium on the 
dollar persisted. ‘To repeat, such a policy was acceptable to the Bank 
because of its apparent feeling that interest rates were irrelevant to the 
main issues involved. 


Expanding the Money Supply 


Lately the emphasis of Bank of Canada policy seems to have changed, 
the change coming after Mr Coyne had been asked to resign, but well 
before the new Governor, Mr Louis Rasminsky (who had previously been 
a Deputy Governor), was appointed on July 24. ‘This change can be seen 
from the recent trends in money supply, bank loans and bank security 
holdings and interest rates, shown in the table on page 687. ‘The changes 
in the figures from early June are dramatic. The Bank of Canada has 
permitted a substantial increase in the supply of money and this has been 
reflected in a sharp fall in short-term interest rates. In the first part of 
this year the Treasury bill rate had been stable at around 3-3} per cent 
and about # per cent above the US rate; after May it fell, and by August 31 
had slipped below the US bill rate. Long-term rates also have declined, 
although not by very much; but this decline has coincided with an upward 
movement in US bond rates and in consequence the differential between 
US and Canadian rates has narrowed significantly. Concurrently, the 
premium on the Canadian dollar has disappeared, but this is better explained 
in relation to the budget of June 20. Banks, as the table shows, have been 
able both to make loans and to buy securities, which is another indication 
of the return of easier money. 

One of the first public acts of Mr Rasminsky after his appointment as 
Governor was to issue a press release (July 31) in which he indicated his 
belief that (a) the Government is ultimately responsible for monetary 
policy, (b) the central bank should influence the trend of interest rates in 
a direction appropriate to economic conditions, within a range which the 
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market considers to be realistic, and (c) there must be a high degree of 
co-ordination between monetary, fiscal, and debt policies. This third 
assertion is especially significant: because of the absence for so long of 
such co-ordination, one relevant passage of the press release deserves to 
be quoted at length: 


. . . [he views expressed above regarding the respective responsibilities of 
Government and Bank for monetary policy and the need for close co-ordination 
of monetary, fiscal, debt management and other economic policies point to the 
great importance of close and continuous contact between the Bank and the 
Government. I shall wish to play my full part in achieving the close working 
relationship with the Minister of Finance which is indispensable if the Bank 
is to discharge its responsibilities in a satisfactory way. I would hope to have 
frequent contacts with the Minister of Finance of the same character as I have 
had over the past years in my capacity of Executive Director of the Inter- 
national Monetary Fund and International Bank. In addition, in order to 
ensure beyond doubt that continuing high importance is attached to main- 
taining lines of communication, and even though such precaution may now 
seem unnecessary, consideration should:be given to setting up a routine 
procedure for regular meetings at fairly frequent intervals between the Minister 
and the Governor. 


The Minister of Finance, Mr Fleming, immediately concurred with these 
sentiments, even though on the issue of Government responsibility they 
involved a reversal of his earlier attitude. 

The differences between Mr Fleming and Mr Coyne on matters of 
economic policy, at least in the closing months of Mr Coyne’s governorship, 
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are evident when Mr Coyne’s memorandum on “ The Requirements of 
Economic Policy”’ and his speeches are compared with Mr Fleming’s 
budget speech of June 20. Both agreed that the trade deficit was undesir- 
able; but Mr Fleming wished to reduce it with a frontal attack on the 
exchange rate, while Mr Coyne favoured a system of special and com- 
prehensive tariffs. Mr Coyne favoured higher taxes to help balance the 
budget, while Mr Fleming favoured a deficit during periods of unemploy- 
ment. Mr Coyne appeared to expect little more from interest rate policy, 
while Mr Fleming regarded it as an important adjunct to exchange rate 
policy. Mr Coyne indicated that in his view Canada’s unemployment was 
structural, while Mr Fleming regarded such a view as “. . . basically 
wrong”. ‘There were many other points to Mr Coyne’s policy programme 
and prognosis some of which were in agreement with the views of Mr 
Fleming. But on the crucial issues of tariffs, taxes, interest rates, deficit 
spending, and exchange rates, it is dificult to imagine how two intelligent 
persons could have differed much more than they did. 

Mr Fleming forecast an overall cash deficit of $980 millions for the 


MONEY SUPPLY, BANK ASSETS, AND INTEREST RATES IN CANADA 
Changes in 


Chastesed Interest Rates (per cent) 
Money Banks’ Risk Treasury Billst Long-term] 
Supply* Change Assets 
Govt Differ- Differ- 


Secs Loans |Canada US ential Canada US ential 
(Millions of Dollars) | 





Feb 13,722 — +152 -76 | 3.05 2.414 0.64 5.11 3.80 1.31 
March 13,827 +105 + 56 +28) 3.21 2.42 O.79 5.10 3.77 1.33 
April 13,797 - 30 —- 47 +17] 3.27 2.33 0.94 5.15 3.80 1.35 
May 13,833 +36 + 4 +22); 3.18 2.32 0.86 5.14 3.75 1.39 
June 13,938 +105 +114 +42) 2.69 2.34 0.35 4.98 3.90 1.08 
July 14,104 +166 + 31 +78 | 2.61 2.27 0.34 4.87 3.90 0.97 
Aug 14,404 +300 +183 +93 | 2.48 2.40 0.08 4.94 4.01 0.93 


* Average Wednesday figures. tf Yields at weekly tender. { Thursday figures. 


current fiscal year. Some $650 millions of this would be accounted for by 
budgetary items—an increase of just over $300 millions on the out-turn 
for 1960-61. The bulk of the deficit was expected to result from the 
recession itself, very little from true new expenditures. Following the line 
recently taken by the US Administration, he argued strongly that the 
existing tax structure would more than balance the budget when the area 
of high employment was attained. 

But by far the most important aspect of the budget was the shift in 
exchange rate policy announced in it. Ever since the Canadian dollar 
was freed in September, 1950, the authorities’ policy had been simply to 
smooth out short-run fluctuations in the rate without interfering with basic 
market trends. This policy appears to have been modified early in 1961, 
but the first official intimation of a change was given by the Minister in 
his June budget. Mr Fleming seemed to envisage a three-stage attack on 
the premium. First, the shock effect of the announcement that he intended 
to drive down the rate against the US dollar; secondly, the use of the 
Exchange Fund Account to drive it down further, if necessary, and to 
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keep it down; thirdly, the reduction of the gap between Canadian and 
US interest rates. It would have been folly to embark on such a policy 
without having the assurance of a sympathetic monetary (i.e. interest rate) 
policy. To date the Miunister’s approach has been successful. The 
Canadian dollar has remained at around a 3 per cent discount; the gap 
between Canadian and US interest rates—as a result of an expansionary 
monetary policy—has narrowed; and the authorities have had to buy 
remarkably little exchange in the process (only $11 millions, on balance, 
between the end of May and the end of July). 

It seems to me that there exists now a much greater probability a 
earlier this year that official economic policy will contribute to speeding up 
Canada’s economic growth. First impressions of new arrangements in 
Ottawa indicate that there exists a very close working relationship between 
Bank and Department of Finance. The Department of Finance, as indi- 
cated by the character of the latest budget, is likely to take a much more 
active interest in short-term economic policy, and this is to be welcomed. 
No more will there be any doubt as to who is responsible for economic 
policy. The Bank of Canada appears to place much more emphasis on 
interest rates than it did previously. In short, there seems a good chance 
that fiscal and monetary policy will be employed in harmony to promote 
the expansion of Canada’s economy. 





An Artist's Sketchbook: No. 90 


BRITISH BANKS IN TOWN AND COUNTRY 


Royal Bank of Scotland, 
Burlington Gardens 


housed in one of a decreasing number of West End mansions—in 

this case a particularly fine example dating from the end of the 
eighteenth century. It is named Uxbridge House and was built by John 
Vardy in 1792. Uxbridge House was the residence of the Marquis of 
Anglesey until his death in 1854, and it was from his executors that the 
Bank of England purchased the property in the following year. Various 
alterations to the interior were carried out by Philip Hardwick, mainly the 
conversion of the Dining Room to a Banking Hall. Further alterations 
were carried out in 1875 and others were undertaken by the Royal Bank 
of Scotland, which acquired the building in 1930. During these various 
reconstructions the garden at the back of the house disappeared, but the 
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character of the interior has not been significantly changed. ‘There is a 
particularly fine staircase leading to the apartments formerly used by the 
Agent of the Bank of England; these rooms contain delicate plaster ceilings 
and finely designed doors and fireplaces. ‘The facade in Burlington Gardens, 
the subject of this month’s drawing, remains very much as it was in the 
eighteenth century, except for the central porch added in 1855. 
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Financing the Small 


Business 
A REJOINDER TO DR BATES 


By LORD PIERCY 


CERTAIN sanctity has been held to attach to landmarks, but 
after thirty years Dr Bates, in his recent article,* seems to be 
doing some violence to the Macmillan Gap. In particular, he 
seems to be extending its original meaning, by adding a supposed 
“economic ’”’ part; and he then employs this enlarged notion as the base 
for assessing the performance of organizations founded on the original notion. 

It cannot be maintained that the Macmillan Committee was thinking, 
as Dr Bates would have us believe, of “‘ firms which cannot fulfil normal 
standards of credit-worthiness ”’; are “‘ not able to offer lenders the security 
which they normally require’’; and ‘‘ cannot demonstrate their credit- 
worthiness in traditional ways”’. What the Committee had in mind was 
the case of the “‘ smaller or medium-sized business, which is apt to experi- 
ence difficulty in raising the capital which it may from time to time require, 
even when the security offered is perfectly sound” (my italics). In short, 
the Committee was thinking of the credit-worthy firm. The line of 
approach by the Radcliffe Committee was not dissimilar. Lord Radcliffe 
asks as a leading question: “‘ How far can the credit-worthy firm be sure 
of getting the finance it requires from the City or from ICFC ?”’ Between 
the dates of the two Committees, in 1944, the distinguished working party 
of Chief General Managerst who addressed themselves to the task of 
designing an institution ‘‘ to provide credit by means of loans or the sub- 
scription of loan or share capital or otherwise for . . . businesses . . . in cases 
where the the existing facilities provided by banking institutions and the 
Stock Exchanges are not readily or easily available’, were careful to point 
out that “the provision of funds without reasonable regard to the degree 
of risk or loss will not be a function of the new institution ”’. 

There is also a possible doubt about the degree of smallness contemplated 
by the Macmillan Committee. What the Committee speaks of is the 
smaller and medium-sized businesses, and the “ issues’”’ of these busi- 
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* The Macmillan Gap—Thirty Years After, The Banker, July, 1961. 
+ Messrs Tuke, Wilson, Rouse, Cornwall and Lidbury. 
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nesses. It believed that at that period in general “‘ these smaller capital 
issues” were ‘‘ made through brokers or through some private channel in 
the locality where the business is situated’. This does not look like the 
very small business, nor the wholly unsubstantial one. On the subject of 
small. businesses, the bankers’ committee had this to say: ‘‘ Capital require- 
ments for small sums* . . . can, if economically and commercially desirable, 
be fully dealt with by the banking system, and. . . will in fact be treated 
in liberal manner by each and all of the subscribing bankers ”’. 

The Radcliffe Committee was not, of course, concerned simply with the 
Macmillan Gap; its view covered presumably the entire field that Dr Bates 
has in mind. Its conclusion was definite: ‘“ We do not propose that there 
should be a proliferation of institutions, whether financed by public or 
private money, to provide finance for small businesses. On the contrary, 
we believe that . . . the existing institutions can look after the ordinary 
requirements of small businesses for capital ”’. 

The one concession to the critics made by the Committee related to the 
commercial development by small businesses of new inventions and inno- 
vations of technique. This gap, if the terminology be adopted, has been 
described as the Radcliffe Gap, and steps are on foot in the City to try to 
do something about it, on a commercial basis. This problem, therefore, 
need not figure in the present discussion. 

Is it possible to argue that, besides the Macmillan Gap and the Rad- 
cliffe Gap, there is a further gap—which might in compliment to its author 
be described as Bates’s Gap ? The suggestion no doubt is there, the diffi- 
culty is to give substance to this gap. Three lines of approach are used 
by Dr Bates to suggest its existence and give it body. 


Tests for the Credit-worthy Borrower 


The first is that the conventional tests for credit-worthiness employed 
by banks and by capital-providing institutions exclude a class of under- 
takings whose claims would succeed if judged from an economic standpoint. 
The answer to this in scholastic terms is to deny the major. 

Definitions of credit-worthiness can be propounded; actually the con- 
notation of the term will vary according to the context; so will the necessary 
tests. I am far from believing that the technique of bank lending consists 
simply in the perusal of a balance sheet. Leaving that aside, long-term 
lock-up loans to small or medium-sized businesses, and investments in the 
non-negotiable shares of private companies, present special difficulties in 
judging both the visible facts and the long-term expectation. ‘The Industrial 
and Commercial Finance Corporation (ICFC) was a pioneer in this field, 
and had to design its own battery of tests, which, even so, are by no means 
rigid, since the need for experienced judgment still remains. Dr Bates is 
surely right in believing that “‘a careful appraisal of the management of 
the firm, market potentialities, and production possibilities and so on” 
are appropriate tests. ‘They are employed by ICFC, which maintains the 





* Meaning, from the context, amounts below £5,000. In present monetary terms, the 
figure probably would be higher. 
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necessary technical staff for applying them. He disparages too much, 
I fancy, the skills of experienced accountants; as a part of the apparatus 
they are indispensable. 

It is permissible to doubt whether an economist, as such, is better able 
to form a judgment on the reports of management experts, market experts, 
engineers and accountants than a trained, experienced financier, or to 
decide more correctly the balance of the evidence. Dr Bates has been 
misled somehow into supposing that institutions, and in particular ICFC, 
commonly make their decisions on an accountant’s report. The point is 
important, because it is upon this argument that a whole class of firms 
fails to receive help from existing facilities because of the ‘‘ normal com- 
mercial criteria’’ employed, that the suggestion of a neglected ‘‘ economic 
part’ of the Macmillan Gap is founded. If there is no such class, what 
is left? The fringe of unsatisfied borrowers. Capital-providing institu- 
tions, like bankers, work to a fringe of unsatisfied borrowers, determined by 
two factors—that the institution’s resources are never unlimited, and that 
it must so conduct its business as to remain viable. - 

Dr Bates’s second line seems to be international comparisons. The 
argument runs thus: a lot is done in Canada for small companies, and 
more in America; more could be done here. It is unnecessary to point 
out the pitfalls of such comparisons. The Industrial Development Bank 
in Canada I know and respect. It sets out to do a part only of what ICFC 
does. IDB lends on security only; its loans are smaller on average, and 
made for a shorter average period than ICFC’s loans and investments. 
This explains why IDB over a period seems able to do a larger number 
of loans on a given capital; its funds revolve more rapidly. IDB operates 
with Government funds. Recently it has shown some signs of extending 
its operations in the direction of larger companies, longer loans, and perhaps 
equity interests. In America, the problem of the small company has 
political overtones; and its long history is not free from scandal. The 
Small Business Administration, the latest avatar, was recently described by 
an American financial authority to a party in London as a “ gravy train”. 
However this may be, and I offer no opinion of my own, American and 
Canadian parallels are alike of limited helpfulness in considering the British 
scene. They are hardly evidence of need in this country. 

Dr Bates’s final line of approach is an argument derived from the total 
population of companies: “1,000 loans and investments by ICFC looks 
surprisingly small when set against over 50,000 firms in manufacturing 
alone with between 10 and 500 employees, and a further 200,000 with less 
than 10 employees’. About the 200,000 little is known in detail. Demands 
from this range of firms for long-term capital are unlikely to be made to 
ICFC. On the other hand, the banks know this field, since most of the 
200,000 at the least have a banking account; and it may safely be believed 
that the banks treat customers of this size with consideration, and, in 
suitable cases, with liberality. ‘The 50,000 firms with 11 to 500 employees 
are a different case. Serious scientific work has been done on the financial 
aspects of this group, including the finance of investment. I refer to the 
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Oxford Survey on Small Manufacturing Businesses of 1955, and Inquiry 
into Small and Medium-sized Manufacturing Businesses of 1956. In the 
first survey an effective sample of 148 firms (including complete financial 
accounts of 85) was obtained, and in the second survey 876 (with the 
accounts of 335). These were exhaustively analysed; Dr Bates himself 
took an important part in this work and in the presentation of the evidence 
obtained. 

Among much valuable information, two impressions emerge from the 
reports made on these surveys. The first is the absence of any dynamic 
urge towards expansion among these firms that would lead to a hunger for 
outside capital resources. There is a little more among the larger com- 
panies than the smaller; and companies that make exceptionally high profits 
show more disposition to expand than the ruck of companies making a 
comfortable (say) 10-15 per cent on their total assets. These last showed 
little wish to grow. ‘The second impression is the success with which, as 
a whole, over the period 1950-56, the 148 companies and the 876 tucked 
away their financial problem so far as the finance of new investment was 
concerned. ‘There was no pronounced “hard core” of bank finance. 
The greater part of new growth was financed from retained profits and 
provisions. Of the small amount of external finance disclosed, 40 per cent 
(or 60 per cent if hire purchase is excluded) came, so to speak, from the 
firm’s own field of influence. 

Dr Bates’s tentative conclusions at the time are interesting. It was, he 
thought, from the evidence available “ not strictly possible to say whether 
or not a Macmillan Gap existed in small firms. ... If a Macmillan Gap 
does exist . . . there must be a suspicion that any such gap is largely due 
either to imperfect knowledge of sources, or ineffective demand rather than 
to lack of funds ’’.* If the survey results be accepted as a fair insight into 
the condition of this range of companies, and the interpretation just quoted 
is reasonable, the inference drawn from the arguments of his recent article, 
that existing facilities are significantly inadequate, must fall to the ground. 


State Aid the Answer ? 


What remains? If the grand lines of the argument cannot stand, is there 
nevertheless in the drift and intention of the article, a valuable thought ? 
As, for instance, that an agency relying upon the skills of economists, and 
able to supply management as well as money, might find some cases of 
genuine potentiality by examining the fringe of firms seeking finance, or 
catering for the 200,000 firms employing up to 10 persons? This might 
well be so. It is, however, a question of the percentage of recovery. This 
would be small; too small to make the venture commercial; and, because 
of that, the funds presumably would have to come from Government 
sources. In a situation in which the expenditure of public authorities is 
already equivalent to fully 40 per cent of Britain’s gross national product, 
and yet appears hardly adequate to the demands of the major social services, 
the claims of such a project could not stand high. 








* Oxford Bulletin of Statistics, May, 1958, pp 173-174. 
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South Africa’s Expanding 
Money Market 


By G. F. D. PALMER and A. B. DICKMAN 


WENTY-FIVE years ago the Governor of the South African 

Reserve Bank, W. H. Clegg, commented that “. . . there is no 

bill market. Discount houses, bill brokers, underwriters et id 

genus omne are not among the fauna of this country”’. ‘To-day, 
the South African money market, though not yet a perfect mechanism, 
already exhibits most of the characteristics of a well developed one. It 
has specialist financial institutions; it enjoys an expanding flow of day-to- 
day money matched by a supply of suitable short-term paper, ensuring 
active dealing in bills and bonds and a sensitive adjustment of call loan 
rates; and its Treasury bill rate is set by competitive tender. Most im- 
portant of all, there stands behind it a central bank acting as lender of last 
resort and using it as a channel for transmitting monetary policy to the 
economy as a whole. 

The first step towards the establishment of the market was taken as 
recently as 1949 with the formation, by Act of Parliament, of the National 
Finance Corporation jointly by the Reserve Bank, commercial banks and 
private financial institutions. ‘That so much has been achieved in just 
over a decade is largely due to the initiative and foresight of two men: the 
late Sir Ernest Oppenheimer, who established South Africa’s first merchant 
bank, and Dr M. H. de Kock, present governor of the Reserve Bank, without 
whose encouragement and assistance the market would not have developed 
as rapidly as it has. 

The chief aim of the NFC was to provide a profitable outlet for tem- 
porarily idle funds (commercial banks in South Africa do not pay interest 
on deposits of less than 30 days) and to encourage the establishment of a 
local money market. ‘To enable full use to be made of the new facilities 
offered by the NFC, various legislative restrictions on the asset structures 
of banks, building societies and insurance companies had to be removed. 
Deposits by banks with the NFC, for example, were thereafter permitted 
to qualify as part of their liquid assets, and deposits by insurance companies 
were permitted to rank as part of the insurer’s statutory 40 per cent minimum 
reserve against net liabilities. 'To guarantee the liquidity of the NFC, 
the Reserve Bank undertook to provide it with funds against the sale or 
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pledge without penalty of acceptable paper. After only three years’ opera- 
tion, the annual turnover of NFC deposits had risen to over R2,090 millions 
(R2 = £1), evidence that the Corporation had filled a definite gap in the 
Union’s financial structure. 

The success of the NFC clearly showed that South Africa had reached 
the stage at which specialist financial institutions, such as accepting and 
discount houses, would be able to play a useful and profitable réle. First 
in the field was Union Acceptances Limited, a merchant bank backed by 
Anglo-American Corporation and Lazards and formed in 1955 to provide 
acceptance credits and other banking services, to underwrite and issue 
shares and to administer and invest clients’ funds. 

Initially, Union Acceptances attracted deposits to finance the discounting 
of the bills resulting from the acceptance credits it was itself granting. But 
two years later it was decided to establish, under the same management, 
a separate discount house—the Discount House of South Africa—as a 
dealer in short-dated assets along the lines of the London discount houses. 

The success of these two companies in popularizing acceptance credit 
finance and in mobilizing call money attracted other firms into the field: 
Central Finance Corporation (a finance house backed mainly by Afrikaner 
capital), the Accepting Bank for Industry (with guidance from Kleinworts) 
and the Philip Hill Acceptance Company. A second discount house, the 
National Discount House of South Africa, has recently been established 
to take over the discounting functions previously included in the operations 
of these three merchant banks. 

Thus the structural outline of the money market in South Africa follows 
closely, though not slavishly, the present London pattern; much more 
closely, for example, than do the money markets of Canada and Australia.* 

The centre-piece of most money markets to-day is the Treasury bill. 
South Africa is no exception. In June, 1958, the Treasury and the Reserve 
Bank abandoned the practice of offering bills to a selected list of insti- 
tutions at pre-determined discount rates in favour of a competitive weekly 
tender for three months (later 91-day) bills. ‘This was an important step 
towards ensuring that responsiveness of short-term rates that characterizes 
a flexible money market. 

Amendments to legislation were again necessary to permit fuller utili- 
zation of call deposit facilities by various financial institutions. As from 
November, 1957, secured loans made by commercial banks, at call or short 
notice, to approved discount houses (taking the term to include the discount 
departments of accepting houses) were to qualify as liquid assets. Two 
years later the Banking Act was amended to allow loans to approved insti- 
tutions and holdings of bank acceptances to be deducted by commercial 
banks from their liabilities to the public in the Union for the purpose of 
determining (as a percentage of those liabilities) the minimum capital and 
unimpaired reserves they must maintain in South Africa. Insurance com- 








fi * For two recent studies of the evolution of the Australian market, see C. T. Looker, 
How the Market Works’’, and A. T. Maxwell, ‘“The Trading Banks and the Market’’, in 
The Banker, June, 1960. 
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panies were also allowed to include advances to discount houses as part of 
their 40 per cent statutory reserve and in the following year building societies 
were permitted to make call deposits with discount houses.* ‘The most 
recent legislative change bearing upon the money market was the amend- 
ment in March, 1961, to the Reserve Bank Act empowering the Bank to 
vary the minimum cash reserve ratio of the commercial banks between the 
existing level of 10 per cent and 6 per cent. But this change, as is explained 
below, was probably dictated by the needs of monetary management rather 
than by any technical considerations arising from the money market. 


Treasury Bill Dealings 


The clearing away of legal obstructions to the mobilization of idle 
balances released additional money for employment in the market and 
was an essential preliminary to its fuller development. ‘The next step was 
to canalize Treasury bill dealings through the market. Prior to May, 
1960, the Reserve Bank, in order to popularize Treasury bills, was prepared 
both to sell and to discount them at preferential rates (i.e. to rediscount 
them at lower rates than Bank rate). ‘This meant that hodlers tended to 
go direct to the Bank when in need of cash rather than to the money market, 
by-passing it both as a source of bills and as a means of realizing them. 

But by the middle of 1960 it was evident that the Treasury bill had 
become firmly established in the market, and with the financial institutions 
generally, as a convenient short-term asset. Preferential treatment was 
accordingly withdrawn and Bank rate from then on became the rediscount 
rate, opening the way for more active dealing in bills. 

The extent of official open market operations in an evolving money 
market may be taken as one indication of its stage of development. During 
1960 the discount market in South Africa was used for the first time to 
influence liquidity and the level of short-term interest rates. A big transfer 
of funds from the private to the public sector normally takes place during 
the fourth and first quarters of each year as the annual tax harvest is 
gathered in. ‘This seasonal squeeze on liquidity tends to force up short- 
term rates. Last year, not only did the Treasury temporarily re-lend 
funds to the commercial banks to keep rates from rising too sharply, but 
the Reserve Bank also experimented for the same purpose with purchases 
of bills from the market. The experiment was a success and led to a 
wider appreciation of the advantages of close and continuous liaison between 
Bank, ‘Treasury and money market. It now seems likely that direct loans 
from the Treasury to the banks will eventually be discontinued in favour 
of fuller use of the market mechanism. 

In London the discount houses form an active market in short-term bonds 
as well as in bills. ‘Though the risk of capital loss is greater, the higher 
running yield obtainable on bonds normally compensates for this. In 
South Africa the discount houses were quick to see the advantage of holding 
bonds against call money. But bond yields were part of the fixed pattern 








* Total deposits with the discount houses have risen from R15 millions at the end of 
1957 to R87 millions at the end of April this year. 


697 











of rates administered by the Reserve Bank, and, in addition, the cost of 
dealing in them was relatively high. To help the market extend its bond 
operations the Bank last year freed the prices of bonds having less than 
three years to run. This has led to some increase in bond dealing by 
discount houses. The business is still, however, limited by brokerage 
charges, as well as by the fact that investors in South Africa are not accus- 
tomed to switching out of “ shorts” into “ longs’ as maturity approaches. 
This is due in part to ignorance of the advantages of doing so in a period 
of high long-term rates, and in part to a reluctance to show book losses 
when low-coupon stocks are sold before redemption. 

The South African money market to-day reflects quickly and accurately 
the swing of the liquidity pendulum. This is illustrated by its behaviour 
during 1959-61. External reserves had declined steeply in 1958 as export 
prices fell and imports increased. In the following year exports recovered 
slowly, and imports sank to a low level as a result of domestic trade recession 
and a credit squeeze. As the external reserves responded to the more 
favourable trade balance early in 1959, liquidity increased and the Treasury 
bill rate declined throughout the rest of the year despite the immobilization 
of funds in the public sector. With the year-end flow of tax revenue to 
the Treasury, the banking system came under pressure and the Treasury 
bill rate rose steeply. Encouraged by the strong balance of payments and 
an absence of internal inflationary pressure, the Treasury and Reserve 
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Bank intervened with loans to the banks to prevent undue tightness. 
Early in 1960 the bill rate began to fall again in response to this injection 
of credit, to the easing-up of the tax squeeze and to the greater liquidity 
of the economy. ‘The racial disturbances in March, and the resultant 
vastly accelerated capital outflow, reversed this trend. In addition export 
earnings tended to level out during 1960 while imports continued to rise. 
The combined effect was to put the banks under severe pressure. ‘The 
Treasury bill rate then moved sharply upwards, followed by other rates. 
This up-trend was checked in August, 1960, despite an increase in Bank 
rate from 4 per cent to 44 per cent. A number of special factors tended 
to push the Treasury rate downwards again: the desire to go “ short ’”’ at 
a time of uncertainty; expectation of a rise in long-term rates; and the 
seasonal switch into short-dated paper for window-dressing by local banks 
with London head offices.* By October the Treasury rate was moving up 
again in response to a decline in liquidity, later reinforced by tax payments. 
Again the up-trend was partly checked by Treasury lending to the banks 
and by the purchase of bills from the market by the central bank. 

In the following months the Treasury bill rate continued to rise steeply 
under the impetus of increasing pressure on liquidity arising from the 
persistent outflow of capital. In February this year the up-trend was 
temporarily checked by Treasury loans to the banks and discount houses 
and by purchases of bills to ease the seasonal tightness of money. ‘Then, 
despite the deterioration in the balance of payments, the minimum cash 
reserve ratio of the commercial banks was reduced at the end of March 
to 6 per cent and the Treasury bill rate fell during the following weeks. 
It has been suggested that this move was wrongly interpreted at the time 
as evidence of an easy money policy—an interpretation that had seemed 
the more plausible since the Reserve Bank had decided not to increase 
Bank rate when medium and longterm rates were stepped up in February 
in response to the difficulties of raising new money. But, according to the 
Bank, the reduction in the cash reserve ratio was made solely to provide 
relief from seasonal difficulties; in May, when the Bank rate was increased 
to 5 per cent, the minimum cash ratio was restored to its previous 10 per cent. 

However that may be, the increase in Bank rate was dictated, together 
with other measures, by the need to protect South Africa’s diminishing 
exchange reserves. On this occasion the Treasury bill rate, in contrast to 
its behaviour in August, 1960, reacted immediately, and soon rose to within 
{ per cent of Bank rate. Since mid-June, however, when the embargo on 
the repatriation of foreign capital was applied, liquidity has improved and 
this has been reflected in a decline in the Treasury bill rate and other 
short-term rates. 

Though a great deal has been achieved, the market still has some obstacles 
to overcome. Five years ago the Editor of The Banker, foreshadowing its 
future development, concluded that: 





* Government stock of any maturity is classified as a liquid asset in terms of South 
bd > J . . . . . ° 
Africa’s. Banking Act, and the Public Debt Commissioner provides a continuous market 
at the pattern of rates set by the Reserve Bank. 
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Since the creation of a market must mean a new specialization and a sub- 
division of existing banking and financial functions (whether or not new func- 
tions are added), it is unlikely to proceed far unless the commercial banks are 
so seized of the potential advantages as to lead them to alter their habits 
markedly, perhaps radically . . . if the market is to grow sufficiently to become 
of real advantage to the commercial banks they may need to accept certain 
apparent disadvantages during the formative phase.* 


These were prophetic words, for the long campaign to persuade the banks 
to give the market their unequivocal support severely tested the enthusiasm 
of those who had faith in its value. Until quite recently the banks har- 
boured the suspicion that the market was more a competitor than an ally. 


Relations with Banks 


This apprehension stemmed partly from the link, closer then than 
to-day, between the merchant banks (which do compete with the com- 
mercial banks) and the discount houses (which finance bills with day-to-day 
money). But since June this year merchant banks no longer discount 
their own acceptances; and this change should go far to dispel what remains 
of the suspicions that previously inhibited the banks from making use of 
the market as an outlet for their surplus cash. At the same time it must 
be recognized that the complaint of “ unfair competition ”’ arose partly 
because the discount houses seek call money from some of the banks’ own 
customers (such as mining finance houses and insurance companies). And 
the discount houses, so the commercial banks have claimed, have the 
advantage that they do not, as do the banks, have to maintain an unpro- 
ductive cash reserve at the central bank. 

To the charge of “‘ unfair competition ”’ the market’s reply is, first, that 
the sort of money it attracts would not in any case go to the banks. It 
would go to the NFC or, to a limited extent (until the recent tightening 
of foreign exchange control), would be employed in London. Secondly, 
moneys taken by the discount houses are not lost to the banking system, 
although the taking of them may cause a redistribution of deposits and 
an increase in the velocity of circulation. ‘The misconception in regard to 
competition has probably arisen from a confusion between the acceptance- 
financing aspect of the discount houses’ operations and the call money 
aspect. The banks have had to weigh up the advantages of a flexible 
money market against the marginal disadvantages arising from the fact that 
some fraction of the commercial financing performed by the market with 
the aid of bank funds might otherwise have been undertaken by them 
direct. Although some reservations undoubtedly still remain, the develop- 
ment of the market is ample proof that its advantages are now recognized 
by most banks. 

A more substantial obstacle to the market’s future growth is the NFC— 
that curious amalgam of private and State financial interests managed by 
the Reserve Bank. The discount houses are forced to set their rates for 
call money above the NFC rate in order to attract funds, but below the 








*W.T. C. King, Optima, December, 1956, published by Anglo-American Corporation. 
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Treasury bill rate if they are to make a running profit; and the margin 
left to them is at most a modest 4 per cent. In times of stringency, call 
money rates move up close to (and sometimes above) the Treasury bill 
rate and eat into the discount houses’ gross margin (part of which is needed 
as a reserve against times when they have to pay penalty rates for last-resort 
accommodation from the Reserve Bank). On these grounds there is a 
strong case for widening the spread between the NFC and Treasury bill 
rates, but NFC shareholders have so far resisted this. ‘There is, indeed, 
now a case for reconsidering the réle of the NFC. Established to pave 
the way for a flexible and competitive market, it now tends to inhibit the 
market’s further progress without itself contributing much to increase the 
activity in the market in short-term paper. 

The justification for maintaining the existing minimum level of reserves 
required of commercial banks was also due for re-examination once the 
money market became an effective first line of defence, although this 
question is part of the complex problem of the relationship between various 
financial institutions. As mentioned above, the minimum level for cash 
ratios may now be varied by the central bank. But this change appears 
to have been made more for the purpose of assisting the Bank in imple- 
menting monetary policy than as a recognition of the fact that the existence 
of the market has reduced the level of cash reserves that might be regarded 
as the minimum needed for banking safety. The whole question of the 
competitive relationship between deposit-receiving institutions of various 
kinds is, however, now being closely studied prior to the framing of suitable 
amendments to the Banking Act. 


CORRESPONDENCE 





World Payments and the IMF 


Sir,—I would like to clear up a mis- 
understanding which arose in my article 
in your September issue on ‘* World 
Payments and the IMF ”’. 


at the annual meetings of the IMF, 
Professor Zolotas, as Governor of the 
Bank of Greece, explicitly proposed the 
establishment of standby arrangements 


In a reference to suggestions by Pro- with surplus countries in order to 
fessor Zolotas in his paper ‘“‘ Towards a__ neutralize speculative movements of 
Reinforced Gold Exchange Standard’’, capital. He suggested this again in a 








it was implied that his proposals to neu- 
tralize speculative flights of short-term 
funds—with dual interest and tax rates 
on official foreign balances, a _ gold 


guarantee for official balances, and the 
use of stocks of foreign currencies— 
were intended as a substitute for the 
plan for standby credits popularly attri- 
buted to Dr Bernstein and Dr Jacobsson. 

It has been brought to my attention 
that as early as 1957 and again in 1958, 
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study, “‘ The Problem of International 
Monetary Liquidity ’’, which was pub- 
lished earlier this year and the proposals 
in his latest paper are essentially designed 
to reinforce his earlier ones.—Yours 
sincerely, 


R. S. GILBERT. 


St Catherine’s Society, 


Oxford. 
September 21, 1961. 











“AMERICAN REVIEW 





HE Labour Day holiday—which 
traditionally sets the boundary 
between summer slackness and 
autumn revival—passed this year with 
confidence in the business outlook at an 
extremely high level. Industrial pro- 
duction is still rising, with August 
marking a new peak for the Federal 
Reserve Board’s index at nearly 113, 
against 112 in July. This was the sixth 
successive increase, continuing the re- 
covery at a pace faster than had been 
recorded in any earlier post-war up- 
turn. Consumer demand now seems to 
be broadening and, with the rising 
trend of Government expenditure, busi- 
ness spending on plant and equipment 
is taking a more decisive turn for the 
better. The rate in the third quarter 
has been provisionally reported at an 
annual level not far below $35,000 
millions, an increase of $1,000 millions 
or so over April-June. Anticipation of 
buoyant demand was also reflected in 
the seasonally-adjusted increase of $200 
millions in manufacturers’ stocks in 
July and in the forecast from the 
Department of Commerce that inven- 
tory re-stocking by manufacturers might 
reach $1,000 millions in the quarter 
ending last month. The importance 
of the quickening pace in this sector 
may be judged by the $15,000 millions 
rise in the annual rate of gross national 
product between the first and second 
quarters, to $516,000 millions, in which 
the swing from liquidation to re-stocking 
accounted for almost $7,000 millions. 
Against this generally buoyant back- 
ground, however, has come an increasing 
concern with inflationary pressures and 
the threat of rising costs and lower 
profit margins following the present 
round of wage claims. During last 


month, the automobile workers secured 
quite generous 


awards from both 
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American and General Motors covering 
direct wage rates and “ fringe” con- 
cessions. While GM did not concede 
the profit-sharing clauses given by 
American Motors—and which AM 
plans to offset by more flexible work 
rules—its own settlement has been 
estimated to put an additional $5 or so 
on average weekly wage costs per man, 
which stood at about $122 in 1960. 


Holding Steel Prices 


With this pattern set for the motor 
industry and with an automatic wage 
award—under the 1959 contract terms 
—due to go into effect in the steel in- 
dustry on October 1, the Administration 
has shown its clear anxiety about the 
possible threat of yet another wage- 
price spiral. It has exerted considerable 
pressure on both industries to hold 
prices at their present level and Presi- 
dent Kennedy himself has _ publicly 
warned the steel industry that any 
general price review might necessitate 
an immediate brake on recovery despite 
excess capacity and high unemployment. 
Since the steel industry has_ been 
operating at about 70 per cent of normal 
capacity only, with price discounts 
quite frequent, the Administration’s 
challenge has been countered vigor- 
ously by an industry which is not 
disposed to accept Presidential assur- 
ances that equal pressure will be exerted 
against union demands should they be 
renewed next year. In the words of 
the chairman of US Steel: “ Inflation, 
in a highly competitive economy, with 
ample capacity, is clearly associated 
with fiscal, monetary, labour and other 
policies of the Government ”’. 

The advance refunding technique 
was again used by the Treasury last 
month in a programme covering $5,000 
millions in cash, to meet all major needs 











for the remainder of 1961, and the con- 
version of $7,600 millions of 24 bonds, 
nominally maturing in 1965-70 and 
1966-71. Holders were offered par-for- 
par exchange into 3}s 1980-98, with 
cash adjustments in line with prevailing 
market quotations. Designed to appeal 
to investors frozen in to the 23s by 
capital losses, the offer is said to have 
met with outstanding success and to 
have accounted for perhaps as much as 
$3,000 millions of the total involved. 
The effective yield offered to acceptors 
made the first breach in the 4} per cent 
interest ceiling on longer maturities, 
which, it was recently ruled, applies 
only to coupon rates and not effective 


yields. This evidence of renewed 
determination to lengthen maturities 
where possible and the extension of 
$2,000 millions of cash financing into 
notes of 1963 (when the budgetary 
accounts could be much stronger) has 
been welcomed in the bond market— 
which also benefited from the ample 
supply of free reserves to the com- 
mercial banks (averaging $600 millions 
in early September). Bill rates remained 
near 2} per cent, but the business 
pattern suggests a general hardening 
through autumn. One straw in the 
wind was a report that the maximum 
rate for Federal housing mortgages 
would be raised from 54 to 54 per cent. 








American Economic Indicators 








1960 1961 
1958 1959 1960 
Dec June July Aug 
Production and Business: 
*Gross national product (billion $) .. 444 483 504 504 — —- — 
*Industrial production (1957100) 93 105 108 103 10 112 113 
*Gross private investment (billion $) 56.6 72.4 72.4 66.0 a ~— — 

*New plant and equipment (billion ») a5 3428 35.7 35.5 os — 34.8 
*Construction (billion $) 48.9 56.1 55.1 56.1 57.6 58.2 58.3 

Housing starts (000 units) . n.a. 1,553 1,279 72.1. 138.3 127.9 129.2 
*Manufacturers’ sales (billion $) 26.2 29.7 30.4 29.1 30.9 31.1 — 
*Manufacturers’ stocks (billion $) .. 49.2 52.4 53.7 53.6 53.4 536 — 
*\Merchandise exports (million $) 1,362 1,362 1,629 1,621 1,591 1,707 — 
*Merchandise imports (million $) .. 1,070 1,268 1,221 1,100 1,181 1,371 — 

Employment and Wages: 

*Non-farm employment (million) 50.5 52.0 52.9 53.3 Sa.8 Sas F333 
*Unemployment (000s) . 4,700 3,800 3,900 4,800 4,900 4,900 5,000 
*Unemployment as % labour force 6.8 5.5 5.6 6.8 6.8 6.9 6.9 

Hourly earnings (mfg) ($) . aia a ee 2.29 2.32 2.35 2.35 2.34 

Weekly earnings (mfg) ($) .. 83.50 89.47 90.91 89.55 94.24 94.00 93.83 

Prices: 
arse A ew — 407 393 382 - - 
(1931 = 100) Low 388 372 354f 29 372 375 376 

Farm products (1947-49= 100) 94.9 89.1 88.8 88.7 85.1 87.1 88.8 

Industrial (1947-49=100) . 126.0 128.3 128.3 127.9 127.4 127.4 127.4 

Consumers’ index (1947- 49—100).. 123.5 124.6 126.5 127.5 127.6 128.1 — 

Credit and Finance: 
Commercial bank loans (billion $) .. 98.2 110.8 117.6 118.2 118.2 117.7 118.1 
Commercial bank investments 
(billion $) 87.0 79.4 81.9 82.1 84.2 87.2 86.9 
*Money supply (billion $) 140.9 141.5 140.4 140.4 142.1 142.0 141.9 

Consumer credit (billion $) 45.6 52.0 56.0 56.0 54.8 54.7 — 

Treasury bill rate (°%) 1.84 3.41 2.93 46 ae 2a: 2a 

US Govt Bonds rate (%) 3.43 4.08 4.02 3.88 3.88 3.90 4.00 


Federal cash budget (+. or—) (mill $) -7,300-8,000 +-3,600 +3,600 
US Treasury gold stock (million $) 20,53419,456 17.767 17,767 17,550 17,527 17,452 


Notes.—Starred items are seasonally outstanding at the end of the period. 
adjusted. Latest figures are preliminary Moody’s commodity index shows high 
or estimated. Yearly figures are given for and low 1958-60, and end-month levels. 
gross national product, private investment Money supply is daily average of demand 
and new plant for 1958-60 and then quar- deposits plus currency outside the banks. 
terly figures at annual rates. Construction Budget figures are cash totals. Quarterly 
figures show monthly averages 1958-60. figures are throughout shown in the middle 
Manufacturers’ stocks, bank loans, con- month of the quarter. Treasury bill and 
sumer credit and gold stock show amounts bond rates are average for month or year. 
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For trade with the East consult 


THE 


CHARTERED BANK 


(Incorporated by Royal Charter, 1853) 


The Bank, its subsidiaries and associates 
are the largest British banking group in the East, having over 
190 branches in twenty-six territories, as shown in the map abova 


THE CHARTERED BANK 
Head Office: 38 Bishopsgate, London, E.C.2. 
Manchester Office: 52 Mosley Street, Manchester, 2. 
Liverpool Office: 28 Derby House, Exchange Buildings, Liverpool, 2, 


THE EASTERN BANK LIMITED 
Head Office: 2 & 3 Crosby Square, London, E.C.3. 


ASSOCIATED BANKS: ALLAHABAD BANK LTD. (INCORPORATED IN INDIA) 
THE IRANO BRITISH BANK (INCORPORATED IN IRAN) 
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INTERNATIONAL 


REVIEW 





AUSTRALIA 


Gradual Recovery — The Prime 
Minister, Mr Menzies, said at the end 
of August that there had been an up- 
turn in the Australian economy, but its 
effect on the unemployment figures 
would not be sudden or sharp. ‘The 
stocks built up during the previous few 
months had first to be brought down to 
more normal levels. 


IMF Credit Undrawn—The standby 
credit of £A45 millions arranged with 
the IMF at the time of the cash drawing 
of £A78 millions in April has been can- 
celled in view of the £A120 millions 
recovery in reserves in the meantime. 
In August there was a surplus of exports 
over imports for the fourth month in 
succession, though it was rather smaller 
than in the preceding months. 


Common Market Fear—Mr Harold 
Holt, the Federal Treasurer, has stated 
that the flow of British capital to Aus- 
tralia might be curtailed if Britain joined 
the European Common Market. If 
Britain was under pressure to dis- 
criminate in favour of other members of 
the European Economic Community, 
capital exports to non-members might 
be restricted. Mr Holt has also sent a 
letter to the UK Chancellor expressing 
concern at the recent British request to 
UK companies to repatriate a higher 
proportion of their overseas earnings. 


AUSTRIA 


Restraint Needed—Reports on the 
economy issued in the first half of Sep- 
tember by the central bank and the 
Institute for Economic Research both 
came to the conclusion that concerted 
action by the Government, trade unions 
and industrial organizations was urgently 
needed to stave off the danger of in- 
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flation stemming from the fast rate of 
business expansion; notwithstanding 
earlier steps to moderate the boom, the 
strain of excess demand appeared still to 
be growing. 


BELGIUM 


Lower Bank Rate—Bank rate, which 
had stood at 5 per cent since August, 
1960, was reduced to 4? per cent in the 
final week of August. The adjustment 
reflects the easing of credit in the money 
market which became apparent in the 
second quarter of the year. 


Tighter Tax Collecting—To curb 
evasion, the Government has extended 
the tax system of deduction at source, 
already applicable to wages and salaries, 
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‘Long-term capital to finance fixed 
assets’ 1s the right financial advice 


to give growing businesses 


ICFC’s lively corporate mind can solve 
financial problems by providing 

the right form of capital—long-period 
loans on fixed terms, and/or 
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‘CAPITAL FOR BUSINESS’ will be sent 
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to income from securities. As from the 
beginning of this month, part deduction 
is being made at source on dividends and 
interest paid on bearer security coupons. 
But residents in Belgium will be en- 
titled to refuse to pay this ‘ anticipatory’ 
tax if they authorize the paying agent to 
declare to the income tax authorities the 
amount paid and the identity of the 
beneficiary. Non-residents not liable 
to pay Belgian personal income tax can 
also take steps to be exempted. 


CANADA 
More Wheat for China—The sale of a 


further 6 million bushels of wheat to 
China for shipment before the end of 
last month was announced by the 
Ministry of Agriculture at the end of 
August. ‘The terms were the same as 
those agreed earlier in the year—25 per 
cent down and 75 per cent within nine 
months, the price to be that ruling in 
world markets. 


CEYLON 


Banking Restraints Eased — The 
Government has sanctioned a number of 
amendments to the provisions of the new 
Finance Bill restricting the opening of 
banking accounts with foreign institu- 
tions operating in the country. They will 
permit those who had current accounts 
with foreign banks before the new 
measure was announced to open loan 
accounts with the same banks and will 
allow Sinhalese employed by foreign 
banks to keep accounts with them while 
in their employment. 


COLOMBIA 
Funds for Roads—The World Bank and 


its affiliate, the International Develop- 
ment Association, are jointly making 
$39 millions available to Colombia for 
improving and maintaining highways. 


COSTA RICA 


Colon Devalued—tThe par value of the 
colon has been reduced from 5.60 to 
6.625 colones to the American dollar. 
Rates of exchange have also been unified. 
The special rates which previously 
applied to exports have been eliminated 
and all foreign payments for imports as 
well as invisibles and capital transactions 
will be made at the new parity. Tem- 
porary export taxes are, however, being 
imposed on exchange transactions arising 
from coffee, banana and sugar exports. 


707 





The IMF has granted the country a 
one-year standby credit for $15 millions 
to support the reforms. 


EUROPE 


Step to Labour Mobility—At the be- 
ginning of last month the initial measures 
to promote greater mobility of labour 
between the Common Market countries 
came into effect. Under the new regu- 
lations priority in filling a vacancy will 
be accorded to residents of the country 
concerned and generally a national from 
another EEC country will be eligible 
only when the vacancy has been registered 
at the labour exchange in the employer’s 
country for three weeks. Employers are 
required to treat foreign and native 
workers on exactly the same basis as 
regards wages, fringe benefits and trade 
union membership. 

Labour migration policy has proved a 
problem hard to resolve, even in prin- 
ciple, among the EEC countries, who 
have had particular difficulty in reaching 
agreement on the attitude to be adopted 
to workers from countries outside the 
Community. A European Co-ordination 
Bureau has now been set up to assist 
co-operation between the Labour Offices 
of the member countries. 


FINLAND 


Loan from Switzerland—A loan of 
SwFrs 30 millions at 5 per cent was 
raised on the Swiss market last month. 
The proceeds will be used to strengthen 
the country’s currency reserves and to 
promote economic development. The 
loan is repayable in 15 years with, how- 
ever, a proviso that Finland may, after 
ten years, repay it either completely or in 
instalments of at least SwF rs 5 millions. 


UK Exports Down—A report prepared 
by the London Chamber of Commerce 
contends that British exporters are 
neglecting the Finnish market, the UK 
share of Finnish imports having dropped 
from 20 to 16 per cent since 1956. 


FRANCE 


Tariffs Again Cut—As from mid- 
September tariffs on industrial goods 
were reduced by a further 5 per cent 
in an effort to promote price stability. 
This cut brought the total reduction this 
year in duties on goods imported from 
other Common Market countries to 10 
per cent and again was made in advance 
of the 10 per cent reduction for EEC 
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Whole Life—Without Profits Sum Assured £5,000 
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Finsbury Square, London, E.C.2. 
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(Income Tax paid and including Bonus) 


BIG SECURITY 


FOR SMALL AND MEDIUM INVESTORS 


The Planet Building Society offers you complete security. It 


has been established over 100 years, is a founder member of 


The Building Societies Association and was one of the first 
Societies to be authorised for Investments by Trustees. 
PLANET funds are employed to encourage the ownership of 
sound home property. Assets total over 12 MILLION POUNDS 
and RESERVES exceed £500,000. 

Current investment in the Planet Building Society receives 
interest at the rate of 4% (33% plus }% bonus) per annum, 
tax paid by the Society—equivalent to £6.10.7d. per cent on 
investments taxable at the standard rate. This is a very 
profitable yield for such a safe investment. 

Any sum from £1 to £5,000 can be invested in the PLANET. No 
charges are made for investment or withdrawal and with- 
drawal can be effected easily and promptly. 


Write, Telephone or call for full details 
THE PLANET BUILDING SOCIETY 


(Member of The Building Societies Association) 
Planet House, Finsbury Sq. E.C.2. Tel: MONarch 8985 


Branches at: 
Chelmsford, Colchester, Ilford, Maidstone, Romford, Worthing. 
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members due at the end of this year. 
Tariffs on goods coming from outside 
the Common Market were also reduced, 
by 5 per cent, provided that such a re- 
duction would not make these duties 
lower than the proposed Common Market 
external customs tariff. 


GERMANY 


Reserves Falling—Although the coun- 
try’s current account balance has con- 
tinued to show great strength, with the 
surplus of exports over imports even 
higher than before the D-mark revalua- 
tion in March, reserves have recorded a 
fairly sharp decline in recent months. 
Exports of short-term capital, due partly 
to uncertainties over Berlin and partly to 
the adoption of easier money policies in 
Germany (the minimum reserve ratios 
of the commercial banks were further 
relaxed in early September) and the 
mounting of Germany’s aid programme, 
have more than offset the tendency for 
the current account surplus to increase 
German reserves. 


HONG KONG 


Agreement on Cotton—The Cotton 
Advisory Board has accepted the new 
UK proposal for an 11-month extension 
of the Cotton Pact with Lancashire. The 
revised UK offer provides for a supple- 
mentary quota of 10 million square yards 
for the remaining six months of the 
present quota period and an enlarged 
quota on sliding scale—apparently to be 
operated in relation to conditions in 
Lancashire—for the eleven months from 
February to December, 1962. 


INDIA 


New Reserve Bank Governor—The 
chairman of the State Bank of India, 
Mr P. C. Bhattacharyya, has been 
appointed to succeed Mr H. V. R. Iengar 
as Governor of the Reserve Bank in 
March, 1962. Mr Ranganathan, secre- 
tary to the Ministry of Commerce and 
Industry, takes over the State Bank. 


Credit for Petrol—The Italian ENI oil 
concern has agreed to make credit facili- 
ties to the value of $100 millions avail- 
able for promoting the development of 
the Indian petroleum industry. The 
money will be spent partly on projects 
aimed at exploiting domestic fuel re- 
serves more fully and partly on the 
development of petro-chemicals. 


State Shipping Loan—As a further step 
to develop the shipping industry, the 
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Government has undertaken to lend the 
Jayanti Shipping Line Rs 200 millions 
to buy new vessels. The loan is con- 
ditional upon all ships involved being 
mortgaged to the Government and a 
proportion of the foreign exchange 
earned being paid to the Reserve Bank. 


Insurance for Exporters—T he Govern- 
ment has authorized the Export Credit 
Risk Insurance Corporation to issue on 
its behalf policies to cover non-recoup- 
ment expenses. ‘The new policies allow 
exporters to recover up to 50 per cent 
of expenditure on market surveys, sales 
promotion and stockbuilding abroad if 
their sales do not reach a predetermined 
level. Initially, the policies will be issued 
only in respect of selected goods and 
markets recommended by Commodity 
Boards and export promotion councils. 


INDONESIA 


Finance from the Fund—A loan of 
$414 millions has been obtained from 
the IMF—$25 millions in US dollars, 
$10 millions in D-marks and $6} millions 
in Italian lire. The Fund has also 
agreed to establish a standby credit of 
$414 millions which can be drawn on 
during the next year. The two opera- 
tions correspond to the first and second 
tranches of Indonesia’s drawing rights. 


JAPAN 


Brakes on Growth—In mid-September 
the Government decided that it had 
become necessary to slow down the rate 
of economic growth, which had recently 
become appreciably faster than the 9 per 
cent per annum originally anticipated. 
An overall programme of restraint would 
be worked out to establish business 
activity at a more tolerable level. ‘The 
Government’s decision to restrain the 
tempo of expansion was materially in- 
fluenced by the report submitted to it 
by the Committee for Economic De- 
velopment. ‘This pointed out that the 
excessive increase in economic activity 
was generating serious external and in- 
ternal frictions. It suggested that 
counter-action should include the post- 
ponement of tax cuts planned for 1962, 
a partial wages freeze, improvements in 
the facilities for financing exports and 
the growth of small business concerns 
and bigger inducements for foreign 
capital to enter the country. At about the 
same time the Minister of Trade, Mr 
Sato, announced that his Ministry would 
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TRADE 


Three Banks have merged. 
Separately, they have large assets, a fine 
tradition and a wealth of experience. United, 

they offer a comprehensive service in all 

matters affecting business with the East and the 
Middle East. Their advice and help are your surest 
““passports”’ to profitable trade with those areas. 


THE HONGKONG AND SHANGHAI BANKING CORPORATION 


Head Office: Hong Kong 
London Office: 9 Gracechurch Street, London EC3 


MERCANTILE BANK LIMITED 


Head Office: 15 Gracechurch Street, London EC3 
West End Branch: 123 Pall Mall, London SW1 


THE BRITISH BANK OF THE MIDDLE EAST 


Head Office: 7 King William Street, London EC4 
Group Total Assets Exceed £445 million 
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be drafting a programme aimed at doub- 
ling exports over a period of five years. 
Imports to be Freer—The programme 
of import liberalization adopted by the 
Government in mid-1960 is to be speeded 
up when the country’s balance of pay- 
ments improves. ‘The intention is to 
liberalize 90 per cent of all imports by 
September, 1962, a year ahead of the 
original schedule. Restrictions may 
actually be tightened up, however, in 
respect of imports from Britain, other 
European countries and South Africa, 
because these countries have continued 
to invoke Article 35 of the GATT to 


discriminate against Japanese products. 


KENYA 


Financing Resettlement — Arrange- 
ments for financing the expeditious 
settlement of African farmers on 
European-held land have been announced 
after negotiations between the Kenya and 
British Governments. The original 
settlement scheme has been revised to 
double the amount of land involved and 
to include an additional 12,000 African 
farmers. Of an estimated total cost of 
£144 millions, £44 millions will be 
covered by loans from the World Bank 
and the Colonial Development Corpora- 
tion. ‘The remainder is to be found by 
the British Government. 


MALAYA 


First Oil Refinery—The country’s first 
oil refinery is to be built by Standard Oil 
of New Jersey and Standard-Vacuum 
Oil, a subsidiary of Socony-Mobil. It 
will cost $17 millions and should be in 
operation by 1964. 


NETHERLANDS 


Second Meuse Tunnel — A second 
four-lane road tunnel under the River 
Meuse is to be built near Rotterdam at a 
cost of Fls 70 millions. It will be known 
as the Benelux Tunnel and when the 
mouths of the River Scheldt have been 
closed it will carry the new motorway 
connecting Holland with Flanders. A 
limited company set up by local authori- 
ties and major trading and banking con- 
cerns will conduct the operation. 


NEW ZEALAND 


Into IMF and World Bank—New 
Zealand has become a member of the 
International Monetary Fund and the 
Its quota in the Fund is 


World Bank. 
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$125 millions and its subscription to 
the capital stock of the Bank $166.7 
millions. 


NIGERIA 


Cocoa Prices Lower—The Govern- 
ment of the Western Region announced 
a substantial cut in the prices of both 
grades of cocoa for the season which 
began in early September; the aim is to 
keep producers’ prices closely related to 
world market values. Both prices are 
now more than a third lower than at the 
beginning of 1961. 


Affiliate for British and French—<As 
from October 3, the branches of the 
British and French Bank in Nigeria will 
be taken over by the newly-formed 
United Bank for Africa. ,The new bank 
will have its head office in Lagos and the 
majority interest will be retained by the 
British and French Bank. 


PAKISTAN 


Private Investment High—In the year 
ended June 30 last, the first year of the 
Second Five-Year Plan, private invest- 
ment was 48 per cent of the total esti- 
mated for the full plan period. As some 
targets envisaged by the plan have already 
been achieved, the industrial investment 
schedule will be revised with more 
ambitious objectives. 


Insurance Act Stiffened—The In- 
surance Act has been amended to dis- 
courage the mushroom growth of local 
insurance companies. Under the new 
law no new insurance company will be 
registered unless it has a paid-up capital 
of at least Rs 1 million—previously the 
figure was Rs 100,000. Other amend- 
ments give the existing companies wider 
freedom in investing their funds and 
make new stipulations regarding the ex- 
tent to which profits from life insurance 
business must be used for the benefit of 
policy-holders. 


PORTUGAL 


Reserves Sagging—Reserves fell an- 
other 1,200 million escudos in the second 
quarter of the year to 18,291 million 
escudos, the lowest figure recorded since 
1955. The deterioration is attributable 
in part to the emergence of a deficit in 
the balance of payments on current 
account and in part to the exodus of 
capital stimulated by the disturbances in 
Angola. The withdrawal of foreign 
capital has played a major part in the 











continued fall in the market values of 
shares of companies operating in Portu- 
guese overseas territories. | 


Speeding Up Growth—A report pre- 
pared by the OEEC argues that the rate 
of growth in the last few years has not 
been fast enough to ensure that present 
production and income levels will move 
significantly towards those prevailing in 
the more advanced countries of Western 
Europe within a reasonably short period. 
Three main recommendations are made 
for faster growth—speedier implementa- 
tion of investment plans already ap- 
proved, a solution of the legislative prob- 
lems of the proposed land reform and 
an increase in the scope of the second 
development plan. 


Siderugia Plant Inaugurated—The 
new iron and steel plant at Siderugia, 
near Lisbon, the most important in- 
dustrial project yet established in the 
country, was formally inaugurated by the 
President of the Republic towards the 
end of August. 


SWEDEN 


No EEC Membership—The Prime 
Minister, Mr Tage Erlander, has an- 
nounced that Sweden will not follow the 
example of Britain and Denmark in seek- 
ing membership of the European Com- 
mon Market. The Rome Treaty in its 
present form could not be reconciled with 
the Swedish policy of neutrality and 
motives that were decisive for Britain 
and Denmark did not have the same 
weight for Sweden. The furthest Sweden 
would go would be to seek association 
with the Community. The Government’s 
decision has been bitterly attacked by the 
head of the Federation of Industries, who 
argued that, without full membership, 
Sweden would have no say in the Council 
which takes decisions on trade policy, 
with the result that trade patterns in 
Europe would be determined without 
Swedish interests being considered. 


Borrowing Raises Reserves—In the 
first half of this year total gold and ex- 
change reserves rose to SKr 3,455 
millions, an increase of SKr 567 millions, 
compared with a fall in the comparable 
period last year of SKr 415 millions. The 
change, however, is attributable largely 
to heavier borrowing abroad, brought 
about by monetary stringency and the 
relatively high level of interest rates in 
Sweden, rather than to an improvement 
in the balance of trade. The tendency for 
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the capital inflow to make asset structures 
more liquid has been more than offset by 
tighter monetary policy and Government 
borrowing; the gradual absorption of 
liquidity is reflected in the deposit figures 
of the commercial banks, which at the 
end of June were 2.7 per cent lower than 
a year earlier. 


TAIWAN 


Chemical Consortium — Two US 
firms-—Socony-Mobil Oil and Allied 
Chemical—have agreed to invest $15 
millions in a plant to be set up in the 
northern part of the island for the pro- 
duction of urea and ammonia from 
natural gas. The rest of the money will 
be put up by the third partner, the 
Chinese Petroleum Corporation. This is 
the largest single foreign investment ever 
made in Taiwan. 


TANGANYIKA 


Funds from Germany — The UK 
Colonial Office has announced that Ger- 
many has agreed to give financial support 
to the development plans of the country 
following an on-the-spot investigation by 
a three-man mission earlier in the year. 
Details of the way in which the assistance 
will be used will be made known after 
consultation between the British and 
Tanganyikan authorities. 


TURKEY 


Rising Income Likely—A report pre- 
pared by the OEEC on the economy 
points out that output should expand fast 
enough to allow a substantial rise in 
living standards over the next few years; 
it comments favourably on the new 
regime’s overhaul of the economic plan- 
ning system. 


UNITED ARAB REPUBLIC 


Softer Pounds—A decline in confidence 
in the economic policies of the Republic 
caused in the main by the recent en- 
thusiasm for nationalization of the Nasser 
administration is believed to be behind a 
sharp fall in the free market values of 
the Egyptian and Syrian pounds. 


YUGOSLAVIA 


New Steel Plant—Preliminary agree- 
ment has been reached with a con- 
sortium of British engineering firms to 
construct an integrated steel plant in the 
country at a cost of £28 millions. 
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APPOINTMENTS AND RETIREMENTS 


Australia and New Zealand Bank—Mr 
T. M. Williamson, from New Zealand, to 
be a deputy London manager in succession 
to Mr H. N. James, appointed assistant 
manager at 351 Collins St, Melbourne. 
Barclays Bank—Brighton and Lewes Dist, 
Local Head Office: Mr H. J. Chalker, 
Brighton and Lewes Dist, and Mr B. T. 
Synge, from Maidstone and Canterbury 
Dist, to be local directors. Guildford Dist, 
Local Head Office: Mr F. C. H. Fryer, from 
Brighton and Lewes Dist, and Mr J. H. 
Thornton, from Windsor Dist, to be local 
directors. | London—Head Office, Metro- 
politan Managers’ Office: Mr S. A. Gee, 
from Battersea, to be a _ metropolitan 
manager; West End Foreign Branch: Mr 
L. Hughes to be manager on retirement of 
Mr C. L. Williams; Mr J. F. N. Wedge, from 
London District Control, to be assistant 
manager; Battersea: Mr A. Snell, from Dept- 
ford, to be manager; Deptford: Mr G. C. 
Read, from Minories, to be manager; 
Golders Green: Mr R. H. Cleaver, from 
Golders Green Rd, to be manager on 
retirement of Mr B. C. Martyn; Golders 
Green Rd: Mr C. A. Wesson, from Euston, 
to be manager. Birmingham—Horse Fair: 
Mr A. C. Lee, from Rugby, to be manager; 
Perry Barr: Mr J. L. Hill to be manager on 
retirement of Mr C. H. Carter; Stechford: 
Mr F. C. Spurgeon, from Warley, to be 
manager; Warley: Mr H. T. Cleare, from 
Perry Barr, to be manager. Bushey: Mr 
R. F. Cottrell, from High St, Watford, to 
be manager on retirement of Mr A. W. H 
Iles. Grays: Mr H. G. Kemp to be manager 
on retirement of Mr J. H. L. Muriel. 
Hailsham: Mr A. H. Hilton, from Chapel 
Rd, Worthing, to be manager. 

Lloyds Bank—Viscount Amory has resigned 
from the board. Viscount Runciman to be a 
vice-chairman. Head Office—Chief Inspec- 
tor’s Dept: Mr H. C. Soper, from Willesden 
Green, and Mr A. R. M. Straw, from 
Borough Rd, Burton-on-Trent, to be 
inspectors; Premises Dept: Mr C. R. N. 
Hallam to be deputy premises manager on 
retirement of Mr G. J. Perry. London— 
Belgravia: Mr A. W. Jennings, from Finch- 
ley Rd, to be manager on retirement of 
Mr G. W. Dodsworth; Chelsea: Mr H. D. 
de Wolf, from head office, to be manager. 
Martins Bank—Birkenhead, Prenton: Mr 
E. B. Thorington, from Smithdown, Liver- 
pool, to be manager. Garstang: Mr J. C. 
Watson, from Barrow-in-Furness, to be 
manager. Hoylake, Meols: Mr H. A. G. 
Birchall, from Tue Brook, Liverpool, to be 
manager. Liverpool—Dist Office: Mr G. W. 
Shepherd, from Castle St, to be an in- 
spector; Castle St: Mr A. Guthrie, from 
Heswall, to be assistant manager; Tue Brook: 
Mr L. D. Tunna, from Liverpool Dist 
Office, to be manager. Newcastle upon Tyne, 
Westgate: Mr J. Richley to be manager. 
Ramsbottom: Mr J. R. Taylor to be manager. 


Midland Bank—Head Office: Mr W. C. 
Woodman, from Market Place, Hudders- 
field, to be a general manager’s assistant; 
Mr J. E. Hughes, from Talbot Sq, Black- 
pool, to be a superintendent of branches in 
succession to Mr W. H. Gibson. Organiza- 
tion and Methods Dept: Mr C. A. Thompson 
to be superintendent; Mr D. A. Gladwell 
to be manager (research); Mr W. D. 
Jarman to be manager (mechanization). 
London—East Sheen: Mr H. K. Saxon to be 
manager on retirement of Mr H. R. Russell; 
Grosvenor Piace: Mr R. M. Jones, from 
Bexleyheath, to be manager in succession 
to Mr C. E. Evans; Kingsway: Mr W. St. 
C. Pattinson to be sole manager on retire- 
ment of Mr J. G. Kellas. Bexleyheath: Mr 
L. J. Banfield to be manager in succession 
to Mr R. M. Jones. 


National Provincial Bank— Advance Dept: 
Mr P. V. Rickword to be a joint chief 
controller; Mr W. A. Young to be a con- 
troller. Architect’s Office: Mr B. C. Sherren 
to be chief architect; Mr F. N. James to 
be deputy chief architect; Mr L. H. B. 
Roberts and Mr J. H. M. Francis to be 
deputy architects. Inspection Dept: Mr 
G. H. Freeman to be chief inspector on 
retirement of Mr T. M. Johnson. City 
Office: Mr W. F. Hunt to be manager on 
retirement of Mr V. G. Howell; Mr K. 
Parkes to be deputy manager; Mr G. L. 
Cline and Mr H. F. W. Searle to be joint 
heads of Security Dept. Overseas Branch: 
Mr S. J. Knight to be a manager’s assistant; 
Mr A. J. Wright to be Foreign Exchange 
dealer with managerial status on retirement 
of Mr P. R. Johns. London—East Finchley: 
Mr E. J. Bailey, from Hampstead, to be 
manager; Fenchurch St: Mr G. J. Smith, 
from Leicester Sq, to be manager; Leicester 
Sq: Mr G. H. Peirce, from Wardour St, 
to be manager; Lombard St: Mr. E. M. 
Gaynor, from Prescott’s Office, to be 
manager on retirement of Mr W. C. Cooper. 


Westminster Bank — London—Cavendish 
Sq: Mr J. A. Portway to be assistant 
manager; East Acton: Mr G. W. Summers, 
from Ealing, to be manager; Hampstead 
Heath: Mr L. H. Thompson, from East 
Acton, to be manager on retirement of Mr 
G. E. S. Saunders; Southgate: Mr A. J. 
Hartree, from City Rd, to be manager. 
Billingshurst: Mr E. F. S. Cocksedge, from 
Petworth, to be manager on retirement of 
Mr R. C. Duke. Birmingham: Mr N. G. 
Mahy, from Sneinton, to be assistant 
manager. 

Williams Deacon’s Bank — Manchester, 
Head Office: Mr J. F. Hall to be accountant. 
Bury: Mr R. W. Yates to be manager on 
retirement of Mr A. Harrison. Manchester— 
Cheetham Hill: Mr J. W. Dick to be manager 
in succession to Mr R. W. Yates; Levens- 
hulme : Mr G. K. Eastwood to be manager 
in succession to Mr J. W. Dick. 
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Date 


1938 


End-Dec: 


1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 


1959 


Jan. 21 
Feb 18 
Mar 18 
Apr 15 
May 20 
June 17 
June 30 
July 15 
Aug 19 
Sept 16 
Oct 21 
Nov 18 
Dec 16 
Dec 31 


1960 

Jan 20 
Feb 17 
Mar 16 
Apr 20 
May 18 
June 15 
June 30 
July 20 
Aug 17 
Sept 21 
Oct 19 
Nov 16 
Dec 14 
Dec 31 


19615 

Jan 18 
Feb 15 
Mar 15 
Apr 19 
May 17 
June 21 
July 19 
Aug 16 
Sept 20 


° etialinn items in course of collection and transit items. 


FINANCIAL STATISTICS 


Net 


Deposits* 


{mn 


2,200 


5,945 
6,056 
6,256 
6,421 
6,137 
6,209 
6,390 
6,618 
6,995 
7,121 


6,509 
6,244 
6,235 
6,279 
6,253 
6,365 
6,523 
6,532 
6,541 
6,618 
6,766 
6,745 
6,903 
6,995 


6,924 
6,687 
6,559 
6,631 
6,625 
6,670 
6,791 
6,779 
6,760 
6,773 
6,804 
6,798 
6,901 
7,121 


6,952 
6,769 
6,697 
6,857 
6,840 
6,952 
7,038 
6,947 
6,916 





London Clearing Banks 


Liquid 
Assets 


{mn 


672 


2,100 
2,327 
2,460 
2,382 
2,471 
2,492 
2,664 
2,493 
2,628 
2,251 


2,421 
2,141 
2,053 
2,092 
2,080 
2,192 
2,270 
2,283 
2,280 
2,339 
2,477 
2,419 
2,543 
2,628 


2,541 
2,296 
2,217 
2,262 
2,244 
2,253 
2,292 
2,259 
2,266 
2,276 
2,287 
2,288 
2,399 
2,251 


2,456 
2,252 
2,188 
2,349 
2,314 
2,395 
2 472 
2,450 
2,522 


o/s 
4/0 


29.5 


33.2 
36.0 
36.7 
34 3 
37.4 
37.4 
38.4 
34.6 
34 3 
32.6 


Special 
Deposits 


{mn 


(102.0)t 


4 
o| | | | 
On 


eee 


—s 

f= 

ho 
HDAPHDI OD WW CO OC 


Investments 
Total Govt 
{mn %f £mn 

637 28.0 

1,965 31.0 1,889 
2,148 33.3 2,076 
2,275 34.0 2,194 
2,353 33.9 2,261 
2,016 30.5 1,928 
1,980 29.8 1,893 
2,049 29.6 1,962 
2,102 29.2 1,994 
1,710 22.3 1,597]|| 
1,271 16.2 1,159] 
2,021 29.1 1,912 
1,962 29.6 1,853 
1,928 29.1 1,816 
1,884 28.1 1,766 
1,837 27.3 1,719 
1,816 26.8 1,698 
1,812 25.6 ~ 
1,811 26.0 1,693 
1,802 26.0 1,684 
1,789 25.4 1,667 
1,729 24.0 1,608 
1,729 24.0 1,607 
1,720 23.1 1,597 
1,710 22.3 ns 
1,698 22.9 1,571 
1,618 22.7 1,486 
1,501 21.3 1,368 
1,439 20.0 1,309 
1,405 19.8 1,275 
1,376 19.2 1,245 
1,349 18.1 s 
1,340 1278.5 1,210 
1,317 18.2 1,185 
1,312 18.2 1,183 
1,304 18.0 1,175 
1,289 17.7 1,160 
1,288 17.1 1,159 
1,271 16.2 a 
1,256 16.9 1,142 
Lasse 27.5. 4,5n8 
1,187 16.5 1,074 
1,114 715.2 1,001 
1,106 15.0 994 
1,084 14.6 972 
1,049 13.9 936 
1,047 14.1 934 
1 049 14.2 936 


Advances 


Net 
{mn 


964 


1,860 
1,665 
1 611 
1 783 
1,747 
1,832 
a.ee0 
2,126 
2,818 
3,323 


2,170 
2,251 
2,364 
2,412 
2,467 
2,496 
2,580 
2,580 
2,616 
2,649 
2,716 
2,752 
2,795 
2,818 


2,846 
2,933 
3,006 
3,094 
3,133 
3,134 
3,242 
3,236 
3,195 
3,203 
3,231 
3,238 
3,229 
3,323 


3,260 
3,303 
3,354 
3,423 
3,446 
3,497 
3,550 
3,446 
3,318 


Gross 


Zot 
43.1 


30.9 
27.4 
25.9 
27.8 
28.4 
29.1 
27.6 
31.7 
39.0 
44.9 


32 8 
35.4 
37.0 
37.5 
38 3 
38 3 
38-3 
38.6 
39.2 
39.1 
39.1 
39.8 
39.5 
39.0 


40.0 
42.7 
44.4 
44.8 
45.9 
45.5 
45.8 
46.3 
45.9 
45.8 
46.1 
46.0 
45.2 
44.9 


45.5 
47.2 
48.3 
48.4 
48.6 
48 .6 
48.9 
48.1 
46.7 


+ All asset ratios are computed in relation to gross deposits, and the advances ratio refers 


to gross advances. 


t Treasury Deposit Receipts. 


§ Figures subsequent to December 31, 1960, are affected by the transfer of Lloyds Bank’s 
This reduced the total of deposits at the clear- 
ing banks by about £50 millions; the distribution of the reduction in the clearing banks’ 
assets is not known. 


Eastern branches to National & Grindlays. 


|| Mid- December. 
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Trend of ‘ Risk ’’ Assets 
(£ million) 























Mondays: 


Bank rate .. 
Treasury bills: 
Average allotment rate* 
Market’s dealing rate, 
3 months 
Bankers’ deposit rate 
Short money: 
Clearing banks’ minimum 
Floating money .. 


US Treasury Bill . . 


* Preceding Friday. 
and to 5% 











Money and Bill Rates 


Sept 19, July 17, Aug 21, Aug 28, Sept 4, 


1960 
ot 
54 

16 


43-538 
2.434 


ee > Ui 


Dieo 


1961 


St 


43 
3 


3% 


3-4} 

2.200 
t+ Raised from 5% on 23.6.60. Jf Lowered to 54% on 27.10.60; 
, on 8.12.60. § Raised to 7% on 25.7.61, effective on 26.7.61. 
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1961 1961 
per cent 
78 
6% 6% 
632 633 
5 5 
53 5# 
6-64 5§-64 
2.503 2.321 


* Cash, call money and bills shown as percentage of gross deposits. 


1961 


61 
638 
» 


» 
53-6} 
2.392 


Aug 16, 1961 c Change in = 
% O Year to Monthly Periods 
Gross Aug, 1961 
Deposits 1961 May June July Aug 
Investments: 
Barclays 260.4 15.2 —- 49.8 | -0.2 -20.2 + 0.3 + 0.1 
Lloyds 208.0 16.0 —- 46.4, -4.9 — -14.4 -—0.4 
Midland « aoe See — 67.3 | — —21 .4 _ 
National Provincial 104.0 11.8 — 37.4 — +0.5 +0.5 + 0.6 
Westminster 121.8 12.4 — 44.5 — — — - 1.8 
District 29.7 11.7 — 11.4 —- 2.9 -= — — 
Martins oe ro 47.8 13.6 — 2.7 — — — 
Eleven Clearing Banks 1,047.1 14.1 —270.1 ; -8.4 -21.9 -35.4 -1.8 
Advances: | 
Barclays 803.7 46.7 + 79.4} + 9.6 410.8 -0.2 -21.5 
Lloyds 621.4 47.8 + 7.9; +4.7 +18.6 + 4.1 4x-14.5 
Midland . ao ae + 79.8 | +12.1 +13.1 +19.1 -21.7 
National Provincial 443.9 50.5 + 38.2 | — — 4.5 +4+10.4 -11.5 
Westminster 454.9 46.3 + 19.5 | -0.4 + 9.1 +24.6 -25.9 
District 128.5 50.8 + 14.1; -3.2 +50 -3.3 -1.0 
Martins _ .. 169.9 48.2 + 91), -0.9 -—-5.7 +3.2 + 0.4 
Eleven Clearing Banks 3,577.0 48.1 +265.5 | +24.8 +48.5 +55.8 -98.1 
Trend of Bank Liquidity* 
1958 1959 1960 1961 
Dec Dec 
Mar Mar 31 Mar Aug 331 Mar May June July Aug 
%o Yo Zo /o Yo Yo 7 Yo Yo Yo Yo 
Barclays M.2 M.1 3.9 31.0 3.3 H4A B22 RWS BMH WSs Be-2 
Lloyds 21.9 2.3 2.9 218 DS Rt Re We Ws Bet Bee 
Midland 3.9 we M1 RM. Hee Rt Owe Mes el lL 
National Prov 34.0 31.1 37.0 30.0 32.5 33.5 29.8 31.8 32.6 33.1 33.0 
Westminster... 35.4 32.8 33.4 33.4 31.9 32.2 32.0 35.9 36.2 34.5 35.5 
District an.2 2e.8 Saco BS Jaa? 3.3 BS wie wae eee See 
Martins ao.7 Sit MS HF Bs MS B.t tt Re we Beas 
All Clearing 
Banks ..§ 33.9 31.0 34.3 31.5 31.4 32.6 3.4 31.5 32.2 32.9 32.9 


Sept 11, Sept 18, 


1961 1961 
7 7 
63 68 
6 38 6} 
5 5 
53 53 

S$-63 53-63 

2.328 2.262 





Scottish Banks 





Note Net Liquid Special Investments Advances 
Date* Issue Depositst Assetst Deposits Total Govt 

{mn {mn mn % {mn {mn % £mn {mn %& 
1938 (av) 17.9 233.0 34.0 13.9 — 142.2 58.1 — 82.6 33.7 
1951 Dec 77.3 668.1 90.7 12. (6.0)§ 384.2 50.9 373.5 221.7 29.4 
932 , 85.6 675.4 122.9 16. — 382.2 50.6 369.7 200.7 26.5 
1953 ,, 2.3 691.7 113.3 14.6 —- 416.6 53.7 403.7 191.8 24.7 
1954 ,, 97.7 738.4 119.8 14.3 — 430.5 51.4 419.0 217.8 26.0 
1955 ,, 104.8 672.2 120.6 15.5 — 378.1 48.7 364.9 200.4 25.8 
1956 ,, 112.8 659.0 121.7 16.0 — 359.4 47.1 345.2 204.8 26.9 
Eyes «5 Bees 676.7 143.8 18.4 — 351.7 44.9 339.3 206.9 26.4 
1958 ,, 119.7 687 .3 127.9 16.2 a 349.1 44.1 335.6 235.6 29.8 
1959 ,, 122.4 tare 137.1 16.5 — 313.5 37.7 289.0 311.6 37.5 
1960 ,, 125.3 708 .0 131.8 16.3 — 265.8 32.9 240.1 342.7 42.4 
1960 
Sept .. 121.4 714.3 123.5 16.0 7.8 267.2 34.5 241.4 336.5 43.4 
Oct 19 121.2 694.5 128.2 16.3 Pia 265.7 33.8 240.0 333.3 42.4 
Nov16 122.8 702.4 127.9 15.8 7.7 265.9 32.9 240.2 341.4 42.3 
Dec 21 = 125.3 708 .0 131.8 16.3 7.9 65.8 32.9 240.1 342.7 42.4 
1961 
Jan 18 119.2 688 .7 119.6 14.9 8.0 262.6 32.8 237.0 338.9 42.3 
Feb 15 120.8 682.1 113.2 14.3 7.9 259.2 32.7 233.6 344.1 43.4 
Mar15 123.3 687 .2 106.7 13.7 7.9 252.7 32:3 227.0 352.1 45.0 
Apri19 124.5 693.6 108.4 13.8 7.9 251.6 31.9 226.0 366.5 46.5 
May17 126.6 705.0 123.9 14.9 7.9 251.2 30.9 226.1 362.8 43.7 
June 21 126.0 699 .2 115.0 14.1 8.3 250.7 30.8 225.9 365.9 45.0 
July 19 131.6 705.2 102.1 12.8 8.1 250.6 31.3 225.7 385.0 48.1 
Aug 16 123.8 698 .7 97.7 12.2 9.9 250.1 31.2 225.2 381.6 47.7 
Sept 20 123.0 715.6 130.8 16.3 12.0 246.9 30.7 222.3 366.7 45.6 

Northern Irish Banks|| 

1938 (av) 5.3 46.5 ae — * aa i ys ae 
1951 Dec 9.2 106.5 6.0 4.9 —_ 55.2 44.8 (113.9) 52.4 42.5 
1955 ,, 8.4 120.2 63 6.28 — 57.4 43.3 (101.3) 57.8 43.6 
wee ..- 0.2 118.4 78 5.8 — 55.6 41.5 (95.5) 56.1 41.8 
1957 ,, 9.9 116.6 7.6 $.7 i 54.6 39.9 (98.0) 56.7 41.5 
1958 _,, 9.3 124.8 B.2 6.7 — 55.9 39.1 (105.6) 64.0 44.8 
i ae 8.7 132.6 10.8 7.2 — 53.6 35.6 (100.0) 70.2 46.6 
1960 ,, 8.5 134.0 9.7 6.4 — 46.6 30.6 (89.1) 80.3 52.8 
1960 
July 8.8 133.6 7.1 4.9 — 50.1 34.6 82.0 56.7 
Aug 8.7 133.3 6.8 4.6 — 49.7 33.9 81.0 55.2 
Sept 8.5 133.9 8.0 5.4 as 49.5 33.7 (92.2) 83.0 56.5 
Oct 8.4 134.2 8.9 6.0 ~— 49.3 33.3 82.8 55.9 
Nov 8.4 136.2 9.7 6.5 — 48.6 32.5 a 83.1 55.5 
Dec 8.5 134.0 9.7 6.4 — 46.6 30.6 (89.1) 80.3 52.8 
1961 
Jan 8.4 137.2 mis 7.9 48.5 31.8 79.7 52.2 
Feb 8 .3 135.3 8.8 5.8 a S924  .. 81.3 53.9 
Mar .. 8.9 137.8 8.9 5.9 — 49.5 32.4 (90.7) 83.4 54.6 
April .. 8.9 136.2 10.1 6.5 -— 47.2 30.6... 84.6 54.8 
May .. 8.8 142.1 3.7 7.8 -- 47.5 30.4 oF 85.7 54.8 
June 8.7 145.0 9.8 6.1 — 47.1 29.5 (93.5) 89.7 55.9 
July 8.7 143 .6 7.2 Fa — 46.8 29.8 R 89.8 57.2 


* For Scottish banks figures before Oct, 1960, relate to dates varying from bank to bank 
between the middle and end of month. For N. Irish to June 30 and Dec 31 and dates in 
middle of other months. + Excluding items in course of collection and transit items. 

t Liquid assets comprise cash (excluding 100% note cover, above “ authorized ”’ circu- 
lation), balances with Bank of England, money at call and bills; all ratios calculated as 
percentage of gross deposits. § Treasury Deposit Receipts. 

|| Actual liabilities and advances of banking offices in N. Ireland other than National 
Bank, which is a London clearing bank; liquid assets and investments are computed pro- 
portions of the banks’ total holdings based on ratio of deposits in N. Ireland to total deposits; 
but British Govt. securities are actual holdings including those of offices in Eire. 
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Government Sales of Marketable Securities 
Stock shown in bold figures; Treasury bills in italics 


Official Domestic Banking ** Non-Bank ” 

Sales (+) Portfolios Portfolios 

Home 
Clearing Scots Discount Total Overseas and Total 

(£ millions) Banks Banks Market Official Overseas 

Private 
1951* +862} +417 -27 - 3 £4+387 i ae + 475t 
— 862 -382 +3 -110 -489 -366 - 7F 373 
1952 +324} +187 +2 -23 +4166 - 2% + 158t 
+286 +392 +17 + 77 +486 -310 +110 -200 
1953 + 507+ +119 +34 4+ 92 +4244 i 7 + 263 
+309 +156 -2 -—-97 44 57 +208 + 44 +4252 
1954 +125f + 67 +415 - 10 + 72 ‘a - + 53f 
+ 80 — 139 -3 + 7 -137 - 48 +265 +217 
1955 + 81t -334 -54 - 65 — 453 ‘a aa + 534t 
+ 187 +72 +35 +27 +4104 ; - 59 +142 4 83 
1956 + 33] - 35 -20 - 14 -—- 69 “i e + 102t 
— 195 + 4 +2 -119+ -113 — 34 - 48 -— 82 
1957 — 29t + 69 -6 -70 - 7 ea - — 22t 
+ 20 +127 +14 + 62 +203 -— 105 - 78 -—183 
1958 +141f + 33 - 4 + 98 +127 - ” + 14f 
+ 46 -218 -12 + 9 -221 + 70 +197 4267 
1959+ — 246} — 397 — 47 - 4 -—448 ca +202 
+ 14 +33 -3 - 68 — 38 es ea + 52 
1960+ + 86 — 438 -49 +134 — 353 66 +373 +439 
- | -212 -3 -—- 68 -—283 - 4 +286 +282 
1958: II + 61f +87 +4 433 +4124 es ea — 63t 
+ 39 + 30 -1 - 80 - 51 +45 +45 + 90 
III + 67t +22 +1 +27 + 50 + 17 
+ 68 +71 +5 +16 + 92 - 6 - 18 -2 
IV — 109f -—101 -5 + 36 - 70 ia - — 3% 
+290 + 2 -1 +192 +193 +87 +10 + 97 
1959: I — 60f -178 -22 +20 #£-180 as +-120t 
— 581t -308 -10 -243 -561 e ea — 20t 
IT — 29 -118 -10 +10 -118 + 36 4+ 53 + 89 
+104 +141 +3 -10 +134 - FJ =-23 = 30 
Ill - 33 - 31 - 1 - 2 — 34 4 - 3 +1 
+189 +139 — + 55 +194 - 44 4+39 - § 
IV —124 - 70 -14 - 32 — 116 - 21 + 13 - 8 
+302 +61 +4 +4130 +195 +92 +15 +4107 
1960: I — 345 — 229 -6 +36 -199 - 33 -113 — 146 
— 125 -277 -6 —- 80 -363 + 71 +167 +238 
Ii + 31 - 123 -21 + 12 -— 132 + 59 +104 +4163 
— 34 +17 -6 +21 + 32 - 4 - 62 - 66 
Ill +202 - 62 -21 +44 - 39 + 53 +188 +241 
+106 + 24 422 -77 - 31 - 40 +177 +4137 
IV +198 — 24 -1 +42 +17 - 13 +194 44181 
+ 52 + 24 -13 + 68 + 79 31 + 4 = 27 
1961: I —110 — 85 —13 - 54 -152 - 2 +44 #4 42 
— 443 —216 - 3 -130 -—349 + 61 -155 —- 94 


* Mid-March to end-December only. 
Tt To mid-December (but including overlap in second half of March made inevitable by 
non-publication of Bank of England figures for 1959, I); 1960 = mid-December, 1959- 


mid-December, 1960. 


{ Includes securities sold to (or bought from) Banking Department of Bank of England. 


Note: Quarterly periods are between bank make-up dates except for (i) stock figures 
throughout 1958 of Scots Banks and Discount Market, (ii) “‘ Official Sales ” figures in 
1959, I, for both stock and bills, which are for quarter-ends. In these instances, therefore, 


the relevant derived totals in the final column are liable to error. 
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I—The Budget 


(£ million) 





Original Expected 
budget gain or 
estimates loss* on 
1961-62 1960-61 
Total Inland Revenue 3,598 +386 
Customs and Excise 2,510 +120 
Other revenue j “ 400 + 68 
Total ordinary revenue .. 6,508 +574 
Debt interest (including sinking fund) 700 — 
Other consolidated fund J; 115 - 17 
Supply expenditure 5,187 — 198 
Total ordinary expenditure 6,002 -215 
Above line surplus or deficit .. +506 +359 
Net deficit below line —575 — 34 
of which 
local loans (net lending shown 
minus) + 57 + ] 
loans to state industries, net .. —339 - ff 
Total deficit — 69 +325 


* Plus indicates increase in receipts or surplus, fall in expenditure or deficit. 


THE EXCHEQUER FINANCES 


indicates fall in receipts or surplus, rise in expenditure or deficit. 





Ii—National Savings 


(£mn: Receipts into Exchequer reported during period) 


Savings 
Certi- Defence Savings Premium 
ficates Bonds Banks Bonds 
(net) (net) (net) (net) 
1953-54 .. +19.0 + 0.3 -—79 .3 — 
1954-55 .. +46.0 +51.1 —35.4 — 
1955-56 .. +19.7 +21.5 — 80.4 = 
1956-57 .. +72.0 + 3.2 -20.6 +65.0 
1957-58 .. -—21.3 —22.2 -62.4 +80.2 
1958-59 ..+131.9 +117.9 -55.2 +66.5 
1959-60 .. +66.9 +144.4 +4+52.7 +41.1 
1960-61 .. +56.8 +107.4 429.5 +55.5 
1960-61 
April-July +27.9 +39.2 —11.5 +14.1 
August + 4.4 + 7.6 - 7.5 + §.3 
1961-62 
April-July —- 5.1 +21 .4 + 5.5 +15.1 
August .. — 3.6 + 0.7 - 9.2 + 2.0 


Total 
Small 


— 60 
+ 61 
- 39 
+119 
- 15 
+270 
+306. 
+ 248 . 


68. 
12. 


—— 


—— 


36 
- 10. 


—— 


WORDUNNO 


* | 


9 


1 


Gain or 
April 1, loss* on 
1961, to corresponding 
Sept 16, period of 
1961 1960 
1,099 .7 +167.5 
1,184.4 + 63.6 
159.7 + 38.4 
2,443 .9 +269.5 
404 .6 — 62.2 
41.8 om ae 
2,271 .4 — 166.7 
2,717.9 — 230.1 
— 274.0 + 39.4 
— 255.3 — 43.9 
+ 22.8 —- 4.7 
—176.4 + 7.4 
— 529.3 —- 4.5 
Minus 
Total 
Accrued Defence Remain- 
Interest Bond ing In- 
(net) Maturity vested* 
88 .6 —38.4 6,008.7 
88 .8 —-28.8 6,126.2 
82.7 -50.8 6,123.6 
35.5 —-38.9 6,240.0 
45.9 -17.7 6,272.0 
54.4 -10.0 6,582.0 
83.5 - 1.7 6,969.0 
92.7 - 1.7 7,305.0 
29.2 —~ 0.4 7,065.0 
7 - 0.1 7,086.0 
28 .7 - 0.1 7,370.0 
8.7 — 7,368 .0 


* After taking account of net sales through the Post Office Savings Bank of Government 


securities other than defence bonds. 





Iii—Floating Debt 


(£ million) 








Beginning of April* 
1959 1960 1961 
Ways and Means Advances: 
Bank of England — — — 
Public Departments .. 291 .6 215.3 299 .4 
Treasury Bills: 
Tender. . 2,950.0 3,460.0 3,110.0 
Tap 1,986.3 1,845.7 1,599.2 
5,227.9 5,521.0 5,008.6 








Change in three 





Sept months to 

16, Sept 16, Sept 17, 
1961 1961 1960 
229.5 - 34.4 —- 33.3 
3,240.0 - 40.0 + 70.0 
1,905.2 + 81.6 + 3.6 
5,374.7 + 7.2 + 40.3 





* First return in each fiscal year (since split of Treasury bills cannot usua!ly be calculated 


at March 31). 
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Sterling-Dollar Exchange Rates 


Sept 23, July 21, Aug25, Septi, Sept 8, Sept 15, Sept 22, 
1960 1961 1961 1961 1961 1961 1961 
Official Market 


Spot .. .. 2.81% 2.784 2.804 2.80% 2.81% 2.81% 2.81% 
3 months .. 1%cpm 24cpm 2#cpm 2icpm 2#ecpm 2icpm 2§c pm 
Security* .. 2.81} 2.754 2.78% 2.794 2.792 2.803% 2.80 


* New York market quotations. 





Britain’s Gold and Dollar Reserves* 


(Millions of US dollars) 
Financed by 





Net Gold UK Trans- Official 
and Dollar Special actions Reserves Private 
Surplus (+) Ameri- Payments with IMF Change at End UK 
Years and or can and Drawing (+) in of Dollar 
Quarters Deficit (—) Aid Credits Payment (—) Reserves Period Balancest 
1946... —_ +1123 a 2696 194 
1947... — +3273 +240 267 
1948... 682 677 + 60 295 
1949... 1196 116 i 236 
1950... 762 45 257 
1951... 199 176 508 
[eae 4% 181 472 
1953 181 49] 
1954 280 428 
1955 181 480 
1956 12 679 
1957 533 602 
1958 215 654 
1959 420 719 
1960 


1959: 
I 


II 
ITI 
IV 


1960: 
I 


11 i+++4 


+it++iii 


3172 
3284 
2736 


t+++ f4+101441 
V+++ f44+4+4+1441 


2780 
2892 
3108 
3231 


II 
III 
IV 


1961: 

I - 3021 
April .. 2948 © 
May .. 2903 
June... 2772 


II - — 250 2772 


++++ 
+4+++ 


July... —— — — 319 2453 
August... + 133§ —- §50§ +1450 +1033 3486 


Main Special Items Detailed 
Receipts Payments 
$mn 
US and Canadian loans.. 4,909 1951-56 Annual service of US and 
South African loan re 325 Canadian loans, etc. .. 
Sale of Trinidad oil .. 177 1954 EPU funding payment .. 
India’s IMF loan <> ae 1958 Service of N Amer loans 
Return of interest on US 1959 Repayment of Ex-Im 
loan... -- 806 Service of N Amer loans | 
Export-Import Bank ia 250 1960 Service of N Amer loans E. 
1960 US bid for Ford Motor.. 367 1961 Aug “Basle” repayment.. 5608 
1961 Mar-June ‘“‘Basle’’ assist- oe 
ance (not shown above)  840§ 
* Gold and convertible currency from Dec, 1958. + Source: Federal Reserve Bulletin. 
t Remainder of 1947-48 loan repaid in sterling. § Estimate. 
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